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Report To Shareholders
‘ June 2004

Dear Fellow Shareholders:

| Td perhaps butcher an old Chinese adage, 2003 was a very
‘interesting’ year for Leading Brands.

It started off with the less than stellar operation of our plants and
ended with our investigating the activities of management and others
involved with our United States subsidiary. The latter resulted in the
wholesale change of our staff there and some well-publicized
litigation. Interesting times, indeed.

There is no doubt that our financial performance this past year was
impacted by these factors. As is management’s role, we have
provided certain reserves and assessed the value of certain
-investments based on our US investigations and have reflected those
in our year-end results. With our plants, we have corrected the
issues that resulted in those deficiencies and, as we have already
reported, we are back operating better than we were before.

It is too bad that these items have overshadowed the success that
we have achieved on other fronts. Our Canadian distribution
business has never performed better, with increasing volumes and -
most importantly — margin. Time and again we prove to ourselves
that our Integrated Distribution System (IDS) is the way to go.
When we stray from it, as happened in the United States, it can be a
costly mistake.

I'm sure that someone has said that: “business is people”. If so,
they were right. Our ability to grow and develop as a company is
directly equatable to the quality, experience and dedication of our
staff. We have made a concerted effort over the past year to invest



in our people where they have shown a corresponding commitment
to our company and also provide advancement opportunities
wherever deserved. That has dramatically reduced turnover and
operational error and improved efficiencies.

~In 2004 our focus is to establish and maintain an increasing cash flow

from this business. The past four years have seen dramatic
geographic expansion for our business and we now want to enjoy the
benefits of that. I'm sure that every one of our managers now wakes
up in the middle of the night to the chant of "EBITDA, EBITDA".

With that in mind, we are always searching for ways to simplify our
business model and generate increasing margins. You saw that last
yaar with our getting out of the snack cake business when the ‘low
carb’ trend threatened our ability to profitably grow that sector.
Although not as visible, we are doing the same in our dealings with
suppliers and the way we interact with customers. Some
relationships are productive and others can be challenging. We want
to focus on those that allow us to succeed at what we do best, not
chase our own tails endlessly with no bottom line result.

We are also dedicated to finding the time to expand our distribution
abroad. We often receive inquiries from distributors in Europe and
Asia to represent our products there. It is not an easy decision to
‘*hand over’ your brands to some third party you have just met, who
is thousands of miles away. We want to make sure that we pick the
right partners, who we can work with and rely upon; and that they
can ultimately succeed. We have some great leads and will be .
following up there.

Thank you for your continued support.

N

Ralph D. McRae
Chairman & CEO




NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting (the “Meeting”) of the shareholders of Leading Brands,
Inc. (the “Company”) will be held on Tuesday, July 27, 2004 in the Thurlow Room, 1111 West Georgia Street,
Vancouver, British Columbia, Canada, at the hour of 10:00 a.m. (local time in Vancouver, B.C.) for the following
purposes:

L. To receive the report of the Directors, the audited consolidated financial statements of the Company for
its fiscal year ended February 29, 2004 and the Report of the Auditor on those statements;

2. To elect Directors for the ensuing year;

3. To appoint the Company’s auditor for the ensuing fiscal year and to authorize the Directors to fix the
auditor’s remuneration;

4, To approve the continuation of the right of the Directors to grant incentive stock options to purchase up
to, but not exceeding, 500,000 additional common shares of the Company;,

5. To approve the transaction of such other business as may properly come before the Meeting.

Accompanying this Notice of Meeting is an Information Circular, Instrument of Proxy and Financial Statements
for the fiscal year ended February 29, 2004. The Information Circular provides additional information relating to
the matters to be dealt with at the Meeting and is incorporated by reference into and deemed to form part of this
Notice.

A registered shareholder who is unable to attend the Meeting in person is entitled to appoint a proxyholder to
attend and vote in his stead. If you cannot be personally present, please refer to the notes accompanying the form
of proxy enclosed and then complete and deposit the form of proxy with Pacific Corporate Trust Company within
the time set out in the notes, as set out below. The form of proxy must be signed by the registered shareholder or
by his. or her attorney authorized in writing, or, if the registered shareholder is a corporation, by an officer or
director thereof as an authorized signatory.

The completed form of proxy must be deposited at the office of Pacific Corporate Trust Company at least 48
hours before the time of the Meeting (excluding Saturdays, Sundays and holidays), or any adjournment thereof, or
with the Chairman of the Meeting prior to commencement.

The enclosed form of proxy is solicited by management but you may amend it, if you so desire, by striking out the
names of the management proxyholders shown and inserting in the space provided the name of the person you
wish to represent you at the Meeting.

DATED at Richmond, British Columbia, the 23" day of June, 2004.

BY ORDER OF THE F DIRECTORS

Ralph D. McRae,
Chairman and Chief Executive Officer







INFORMATION CIRCULAR

LEADING BRANDS, INC.
Suite 1800 — 1500 West Georgia Street
Vancouver, British Columbia ‘
Canada V6G 2Z6
www.LBIX.com

~ 7 (all information as at June I, 2004 unless othérwise noted)

In this Information Circular, unless otherwise specified,
all dollar amounts are expressed in United States dollars.

Persons Making The Solicitation

This Information Circular is furnished in connection with the solicitation of proxies by the management of
Leading Brands, Inc. (the “Company”) for use at the annual general meeting (the “Meeting”) of the
Company’s shareholders (the “Shareholders™) to be held at the time and place and for the purposes set forth
in the accompanying Notice of Meeting. While it is expected that the solicitation will be made primarily by
“mail, proxies may be solicited personally or by telephone by directors, officers, employees and/or agents of
the Company. Any agents engaged by the Company will be paid according to normal commercial terms,
and it is anticipated that costs would not exceed $50,000.

The costs of this solicitation will be borne by the Company.

Appointment Of Proxies

The individuals named in the accompanying form of proxy are directors or officers of the Company. A
shareholder wishing to appoint some other person (who need not be a shareholder) to attend and act
for the shareholder and on the shareholder’s behalf at the Meeting has the right to do so, either by
inserting such person’s name in the blank space provided in the form of proxy and striking out the
two printed names, or by completing another form of proxy.

Voting By Proxy

Common shares of the Company (the “Shares”) represented by properly executed proxies in the
accompanying form will be voted or withheld from voting on each respective matter in accordance with the
nstructions of the Shareholder on any ballot that may be called for. Where no choice has been specified by
the shareholder, such shares will, on a poll, be voted in accordance with the notes to the form of proxy.

When so authorized by the Shareholder, the enclosed form of proxy confers discretionary authority upon
the person named therein as proxyholder with respect to amendments or variations to matters identified in
the Notice of the Meeting and with respect to other matters which may properly come before the Meeting.
At the date of this Information Circular, management of the Company knows of no such amendments,
variations or other matters to come before the Meeting.




Completion And Return Of Proxy

Completed forms of proxy must be degosﬂed at the office of the Company’s registrar and transfer agent,
Pacific Corporate Trust Company, 10~ Floor - 625 Howe Street, Vancouver, British Columbia, Canada
V6C 3BS8, not later than forty-eight (48) hours, excluding Saturdays, Sundays and holidays, prior to the
time of the Meeting, or shall be deposited with the Chairman of the Meeting prior to commencement of the
Meeting.

Non-Registered Holders

Only registered shareholders or duly appointed proxyhelders are permitted to vote at the Meeting. Most
shareholders of the Company are “non-registered” shareholders because the Shares they own are not
registered in their names bui are instead registered in the name of the brokerage firm, bank or trust
company through which they purchased the Shares. More particularly, a person is not a registered
shareholder in respect of Shares which are held on behalf of that:person (a “Non-Registered Holder") but
which are registered either: (a) in the name of an intermediary (an "Intermediary") that the Non-Registered
Holder deals with in respect of the Shares (Intermediaries include, among others, banks, trust companies,
securities dealers or brokers and trustees or administrators of self-administered RRSP's, RRIFs, RESPs
and similar plans); or (b) in the name of a clearing agency (such as The Canadian Depository for Securities
Limited ("CDS")) of which the Intermediary is a participant. In accordance with regulatory requirements,
the Company has distributed copies of the Notice of Meeting, this Information Circular and the form of
proxy (collectively, the "Meeting Materials") to the cleanng agencles and Intermediaries for onward
distribution to Non-Registered Holders. : S

Intermediaries are required to forward the Meeting Materials tc. Non-Registered Hoiders unless a Non-
Registered Holder has waived the right to receive them. Very ofien, Intermediaries will use service
companies to forward the Meeting Materials to Non-Registered Holders. Generally, Non-Registered
Holders who have not waived the right to receive Meeting Materials will either:

(a) be given a form of proxy which has already been signed by the Intermediary (typically by a facsimile,
stamped signature), which is restricted as to the number of shares beneficially owned by the Non-
Registered Holder but which is otherwise not coripleted. Because the Intermediary has already signed
the form of proxy, this form of proxy is not required to be signed by the Non-Registered Holder when
submitting the proxy. In this case, the Non-Registered Holder who wishes to submit a proxy should
otherwise properly complete the form of proxy and deposit it w1th Pacific Corporate Trust Company as
provided above; or

(b) more typically, be given a voting instruction form which is not signed by the Intermediary, and which,
when properly completed and signed by the Non-Reg13tered Holder and returned to the Intermediary or
its service company, will constitute voting instructions (oﬁen called a "proxy authorization form")
which the Intermediary must follow. Typically, the proxy authorization form will consist of a one page
pre-printed form. .Sometimes, instead of the one page pre-printed form, the proxy authorization form
will consist of 2 regular printed proxy form accompanied by a. page of instructions which contains a
removable label containing.a bar-code and other mformatlon n order for the form of proxy to validly
constitute a proxy authorization form, the Non-Registered Holder must remove the label from the
instructions and affix it to the form of proxy, properly complete and sign the form of proxy and return
it to the Intermediary or its service company in accordance with the instructions of the Intermediary or
its service company.



In either case, the purpose of this procedure is to permit Non-Registered Holders to direct the voting of the
Shares which they beneficially own. Should a Non-Registered Holder who receives one of the above forms
wish to vote at the Meeting in person, the Non-Registered- Holder should “strike out the names of the
Management Proxyholders named in the form and insert thé Non-Registered Holder's name in the blank
space provided. In either case; Non-Registered Holders should ‘carefully follow the ‘instructions of their
Intermediary, including those regarding when-and where. the proxy or.proxy authorization form is to be
delivered.

Revocability of Proxy

A registered shareholder who has given 2 form:of proxy may revoke it by an instrument in writing executed
by the registered shareholder or by the' registered shareholder’s attorney authorized in writing or, if the
registered shareholder is a corporation; by a ‘duly autherized officer or attorney of the corporation, and
delivered either to the registeredoffice: of the Company,:at 1100' -~ 888 Dunsmuir Street, Vancouver,
British Columbia, Canada, V6C 3K4, 4t any time up to-and including the last business day preceding the
day of the Mesting or any adjournmént of it, or to the Chair of the Meeting on the day of the Meeting, or
any adjournment of it. Only registéred- shareholders have the tight to revoke a proxy: Non-Registered
Holders who wish to change their-voté fhiust, at least'7 days before the Meetmg, arrange for their respective
intermediaries to revoke the proxy on thelr behalf S

A revocation of a proxy doés not affect any matter on which a vote has been taken-prior to the revocation.
Interest of Certain Persons in Matters to be Acted Upon

Except as dlsclosed herein, no- Person has any material interest, direct or indirect, by way of beneficial
ownership of securities or otherwise, in matters-to be acted upon at the Meeting. For the purpose of this
paragraph, "Person". shall include each person: (a) who has been a d1rector_ senior officer or insider of the
Company at any time since the commencement of the Company’s last fiscal year; (b) who is a proposed
nominee for election as a director of the Company; or (¢) who is an associate or affiliate of a person
included in subparagraphs (a) or (b).

Voting Securities And Prmcxpal Holders of Votmg Securities .

As of June 1, 2004 the Company had 1ssued and outstandmg 15,040,169 fully paJd and non-assessable
common shares without par value in the capital stock of the Company (each, a “common share”) Each
common share carries the right to-one vote at meetings of members of the Company. The Company has no

other classes of voting securities.

Any Shareholder of record at the close of business on May 28, 2004 who either personally attends the
Meeting or who has completed and dehvered a Proxy in the manner specified; subject to the provisions
described above, shall be’ enuﬂed to vote or to have such Shareholder s shares VOted at the Meetxng

To the best of the knowiedge and beIref of thé directors and sénior ofﬁcers of thé Compzmy, as of May 28,
2004, the followmg persons’ beneﬁc1a11y own, d1rect1y or indirectly, or exercise control or direction over,
shares carrymg more t.han 10% of the voung nghts attached to all outsumdmg shares of tﬁe Company

T N




Shareholder Number of Shares Percentage of Issued Capital
Cede & Co. 8.929.300 59.37%
CDS & Co.® 2.275.488 15.13%
| Northland Properties Corporation® 2.020.626 13.43%

® Cede & Co. is an American depository, hoiding shares on behalf of beneficial owners.
@ DS & Co. is a Canadian depository, holding shares on behaif of beneficial owners.
®) Northland Properties is related to R. Thomas Gaglardi, a director of the Company.

Election Of Directors

The Company’s board of directors is currently comprised of six directors. These are divided into three
classes designated as Class I, Class II and Class ITI, to provide for a rotation of three year terms of office.
Any director whose term has expired is eligible for re-election.

The terms of office of Ralph McRae and Jonathan Merriman, the directors in Class I, will expire at the
conclusion of the 2004 Meeting to be held on July 27, 2004 while the terms of office of the directors in
Classes II and IIT expire at the 2005 and 2006 annual general meetings, respectively. Accordingly, the
number of directors to be elected at the Meeting is now two.

The persons named below will be presented for electicn at the Meeting as management’s nominees.
The following table provides information respecting the individuals proposed to be nominated by
management for election as directors at the Meeting, including the approximate number of voting shares of
the Company beneficially owned, directly or indirectly, by each of them:

Name, Present Position(s) with the

Company @, Province/State and Common Shares Held @

Principal Occupation ¥’ | Director Since

Secunities) since October
2000. Previously was

Managing Director of
Wells Fargo Van Kasper

Country of Residence
Ralph D. McRae Chairman of the March 1996 422,260
Chairman, President, CEO and Company since March
Director 1996. President and CEO
British Columbia, Canada of the Company since

: November 1996.

Jonathan Merriman® Chairman and CEO of January 1999 464,692
Director Merriman Curhan Ford &
California, USA Co. (formerly RTX

and Seidler & Company,




The persons named below are current directors whose term of office will continue afier the Meeting.

Name, Present Position(s) with . Director Term -Common Shares
the Company , Province/State | Principal Occupation | Since Expires Held @
and Country of Residence o

Douglas Carlson®® Chief Executive Officer | June 1999 August 864,000
Director of FIJI Water Holdings, 2005
Colorado. USA LLC since July 1996. : i
Iain J. Harris Chairman and Chief., .| May 1996~ |  August 151,000
Director Executive Officer of . | Dec. 2003. 12005 ‘
British Columbia, Canada Summit Holdings Inc. "and June - - =
' o __1'2004 et seq.
Peter Buckley™® President, Old Spaghetti | August 1997 | August 51,000
Director Factory Canada Ltd. 2006
1 British Columbia, Canada |
Thomas Gaglardi @ Prgsgieglt, quqansi -} October . August 2,020,626
Secretary and Director Properties Corporation | 1599 2006 |
British Columbia, Canada and CEO of Sandman I
Hotels and Moxie’s
Restaurants -
1) Each of the nominees named above has held the principal occupation or employment indicated for at least five years.
2) For the purposes of disclosing positions held in the Company, "Company” includes the Company and any parent or
subsidiary thereof.
3) The information as to country of residence, principal occupation and number of shares beneficially owned by the

nominees (directly or indirectly or over which control or direction is exercised) is not within the knowledge of the
management of the Company and has been furnished by the individuals listed.

4) Member of the Company’s Audit Committee. ‘ '

&) Member of the Company’s Compensation Committee.

If Messrs. McRae and Merriman are elected, they will each hold office as a director until the conclusion of
the 2007 annual general meeting of the Company, unless the director’s office is earlier vacated in
accordance with the Articles of the Company or the provisions of the Business Corporations Act of British
Columbia. ' ‘ ' e

An Advance Notice of Meeting was delivered to the British Columbia Securities Commission and the
Nasdaq Stock Market on May 26, 2004. No nominations have been received from shareholders of the

Company.

Executive Compensation

Form 51-102F6 under the Securifies Act (British Columbia) requires the disclosure of compensation
received by each “Named Executive Officer” of the Company or its subsidiaries. Set out below are
particulars of compensation paid to the following persons (the "Named Executive Officers"):

() the Company’s chief executive officer;
(b) Athe Company’s chief ﬁnanciél oﬁicef;

(©) each of the Company’s three most highly compensated executive officers who were serving as
executive officers at the end of the most recently completed financial year and whose total salary
and bonus exceeds CDN$150,000 (US$109,834 as at February 29, 2004) per year; and
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(d any additional individuals for whom disclosure would have been provided under (¢) but for the fact
that the individual was not serving as an executive officer of the Company at the end of the most
recently completed financial year.

During the most recently completed fiscal year of the Company, nﬁfnély the year ended February 29, 2004,
the Company and its subsidiaries had five Named Executive Officers, whose names and positions held
within the Company are set out in the summary of compensation table below.

Summary of Compensation

The following table is a summary of compensation paid to the Named Executlve Officers for each of the
Company’s three most recently completed fiscal vears.

All
i : Other
Annual Compensation Long Term Compensation Compensation
Name and Fiscal Other Annual Securities Under Options Life insurance
Principal Year Salary Bonus Compensation ) Granted during the year premiums
Position Ending (US$) (US$) (US$) (#) (US$)
Ralph McRae, | 2004 nil nil 351,468 | nil 1,210
Chairman, 61 5120
President and IR ml .
CEO 2003 nit 125,000 282 340 808
53,904“)
2002 nil nil 180,300 500,000 LBI® & 636
52,434 1,000,000 Quick®
Donna 2004 80,263 nil nil 50,0009 584
Higgins,
CFO
Dave Read, 2004 nil nil 154,300 50,0009 nil
President of ) )
LBI Brands, 2003 nil 21,5199 | 138,193 nil nil
¢ 2002 | 112,008° | 10572 | nil nil 544
‘Robert Miller, | 2004 12,1127 nil 6.268® nil 189
President of ) - .
Leading 2003 150,000 il 84009 ° 12000009 - nil
Brands of ' e s
America, Inc.
Terry Casey, - | 2004 | 68:2509 nil 35,2509 pil. ail
Senior VP of 4,684® o
Sales 2003 109,800 7,883® 50,0009




ey

2)
3)

4
(5)
(6
)

(8)
)

BBI Holdings Inc., a company with a director in common with the Company, receives US$5,126 per month for consulting
services provided by Mr. McRae and another director of BBI Holdings Inc.

Leading Brands, Inc. (“LBI™)

Quick, Inc. (“Quick™) is a subsidiary of LBL. There is no trading market for the common shares of Quick, Inc. Mr. McRae
subsequently relinquished those options.

Ms. Higgins was appointed CFO of the Company mn Apnl 2003. This ﬁoure represents 12 complete months during
the fiscal year ended February 29, 2004.

As of December 1, 2001, Mr. Read’s status changed from emplovee 10 independent contractor.

Bonus included US$14, 438 in cash and US$7,081 in common shares of the Company.

Mr. Miller’s employment with the Company ended in November 2003. This figure represents 9 months during the fiscal year
ended February 29, 2004.

Auto allowance - S ‘

Mr. Casey’s employment with thie Company ended in Septembér 2003, and salary payments continued until January
2004. These figures represent 7 months of salary and-4 months of 'salary continiiance during the fiscal year ended
February 29, 2004.

Long-Term Incentive Plans - Awards in Most Recently Completed Fiscal Year

The Company has no long-term incentive plans in place and therefore there were no awards made under
any long-term incentive plan to the Named Executive Officers during the Company’s most recently
completed fiscal year. A "Long-Term Incentive Plan" is a plan under which awards are made based on
performance over a period longer than one fiscal year, other than a plan for options, SARs (stock
appreciation rights) or restricted share compensation.

Onfions/SARS G { Durine the Mast Recently Completed Fiscal Y

The Company does not have a formal stock option plan. Options for the purchase of common shares of the
Company are granted from time to time to directors, officers and employees as an incentive. During the
most recently completed fiscal year, the following incentive stock options were granted by the Company to
the Named Executive Officers. No SARs (stock appreciation rights) were granted during this period.

. Market Val f
Securities % of Total Exercise ars :euﬁ?i:: °
Under Options | Options Granted orBase | g derlyin o
Granted to Employees in Price Options on the s
Name # Fiscal year ¥ (US$/ Date of Grant Expiration Date
Security) | (Us$/Security) ®
Donna Higgins 50,000 9.74 1.2% 1.29 Aug26, 2008
Dave Read - -50,000 . 9.74 1.29 . 129 Aug.26, 2008

(1) Total options granted during the last fiscal year were 513,192 .
(2) Calculated as the closing price of the Company’s shares on the Nasdaq SmallCap Market on the date of grant.

Aggregated Optmn/SAR Exerclses Durmg the Most Recenﬂy Completed Flscal Year and
Fiscal Year End Option/SAR Values

No incentive stock options were exercised by the Named Executive Officers during the most recently
completed fiscal year.” The following table sets:out the fiscal vear-end value of stock options held by the .
Named Executive Officers. During this period, no outstanding SARs were held by the Named Executive
Officers.
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Value of Unexercised
In-the-Money Options at
Securities © Aggregate Unexercised Options at Fiscal Year-End (US$)
Acquired on Value Fiscal Year-End Exercisable /
Exercise Relized _Exercisable/Unexercisable Unexercisable
Name #) Uss) L #) (Us$) @
Ralph McRae ml | omil 1,000,000 / nil 50,000/ nil
Donna Higgins nil nil - -~ 78.824/71.176 3.941/13.059
Dave Read 1 I | ~ 190,817/59,183 9,541/12,459
Robert Miller nil ooonil ©omil . nil
Terry Casey nil nil nil nil
S ERRETRANEIEN
(1) Based on the difference’ betiveén the option éxercise pnce and the closing market price of the Company’s shares on
the date of exercise.
2) In-the-Money Options are those where the markst value of the underlymg securities as at the most recent fiscal year
end exceeds the option exercise price. The closing market price of t.he Company s shares as at February 29, 2004
was US$1.05

Option and SAR Repricings

In order to maintain the incentive natui‘é of stock options previoﬁsly granted by the Company to Named
Executive Officers, directors and employees, the Company reprices its stock options from time to time
where there has been a decline in the market price of the Company’s shares.

There were no options or freestanding SARs held by the Named Executive Officers that were repriced
downward during the most recently completed financial year of the Company.

Defined Benefit or Actuarial Plan Disclosure

The Company does not have a defined benefit or actuarial plan for its officers and key employees, under
which benefits are determined by final compensation and vears of service.

Termination of Employment, Change in Responsibilities and Employment Contracts

There are no compensatory plans or arrangements with respect to the Named Executive Officers resulting
from the resignation, retirement or other termination of employment or from a change of control of the
Company during the most recently completed fiscal year.

Compensation Committee

The Company s Compensatlon Cozmmttee (the “Com:mttee”) cons:sts of Jonathan Merriman, and Douglas
Carlson.

Report on Executive Compensation
The Committee is responsible for, among other things, reviewing and determining the annual salary,

bonus/prefit sharing and other compensation levels of the executive officers of the Company.
Compensation matters may also be reviewed and approved by the entire board of directors.

-8-




Compensation Principles

The Company is committed to the philosophy of sharing the benefits of success with those who help the
Company grow and prosper. The Company’s strength and ability to sustain growth is based on an
organization which perceives people as its single most important asset. The Committee’s philosophy is to
provide sufficient compensation opportunities for executives of the Company in order to attract, retain and
motivate the best possible management team to léad thé Comipany in the achievement of its performance
goals. The Committee believes that compensation significantly based on performance is more likely to
enhance the continuing financial success of the Company and the improvement of shareholder value. In
furtherance of these goals, the Company has developed a profit participation plan for senior management
and an employee share option plan to increase the risk/reward ratio of its executive compensation program,
- to focus management on long term strategic issues, and to align management’s interests with those of the
shareholders of the Company in thé sustained growth of shareholder value. :

Compensation Elements and Determination Process. For the financial year ended February 29, 2004,
compensation for executive officers of the Company consisted of a fixed base salary and long term
compensation in the form of stock options. Bonuses may be allocated by the Compensation Committee.
Salary levels will be reviewed periodically and adjustments may be made, if warranted, after an evaluation
of executive and company performance, salary trends in the Company’s business sector, and any increase
in responsibilities assumed by the executive. To aid in its assessments and with its ongoing responstbilities,
the Committee will, from time to time, retain independent consultants to advise on compensation matters.

Compensation of Chief Executive Officer. The compensation of the chief executive officer is determined
in accordance with the considerations descnbed above, and in particular, by comparison to competitive
compensation packages of chJef executlve officers of other compames of comparable 31ze and complexity.

Summary. In summary, the Committee is ultimately responsible for determining, affirming or amending
the level and nature of executive compensation of the Company. The Committee will have access, at the
expense of the Company, to independent, outside compensation consultants for both advice and competitive
data for the purpose of making such determinations. The Committee believes that the compensation
" policies and programs outlined above will ensure that levels of executive compensatlon truly reﬂect the
performance of the Company, thereby serving the best interests of the sharcholders.

Respectfully submitted by the Compensation Committee: =

Douglas Carlson
Jonathan Merriman

Performance Graph

The following chart compares the total cumulative shareholder return for $100 invested in common shares
of the Company beginning on February 28, 1999 with the cumulative total return of the NASDAQ
Composite Index (“NASDAQ Index”) for the five most recently completed fiscal years of the Company.




LEADING BRANDS, INC. (“*LBIX”)
Comparison of Five Year Total Common Shareholders’ Return
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Compensation of Directors

For the fiscal year ended February 29, 2004 directors who are not executive officers of the Company
received US$1,098 per quarter {pro-rated for those serving less than a full quarter) and US$366 for each
directors’ meeting and committes meeting attended: Directors also receive stock options.

BBI Holdings Inc. (“BBI”), which is controlled bv Ralph McRae, receives US$5,126 per month for
consulting services provided by Mr. McRae and another director of BBI. Reference is made to the
Summary Compensation Table above for details of compensaticn paid to directors who are also Named
Executive Officers, in their capacity as executive officers.

Indebtedness Of Directors, Executive And Senior Officers

During the last completed fiscal year, no director, executive officer, senior officer or nominee for director
of the Company or any of their associates has been indebted to the Company or any of its subsidiaries, nor
has any of these individuals besn indebted to another entity.which indebtedness is the subject of a
guarantee, support in agreement, letter of credit or-other similar arrangement or understanding provided by
the Company or any of its subsidiaries. Ce :

Interest Of Informed Persons In Material Transactions

Except as disclosed herein, since the commencement of the last completed fiscal year, no informed person
of the Company, nominee for director, or any associate or affiliate of any informed person or nominee, had
any material interest, direct or indirect, by way of beneficial ownership of securities or otherwise, in any
transaction or any proposed transaction which has materially affected or would materially affect the
Company.
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In December 2002, Northland Properties Corporation (“NPC™), a company related to a director of Leading
Brands, Inc., converted 2,000,000 Class E preferred shares to 788,626 common shares at the rate of
US$1.75 per share. This transaction increased NPC’s percentage ownership of the Company’s outstanding
shares from 8.66% as at February 28, 2002 to 13.52% at February 28, 2003. -

Appointment Of Auditor

The management of the Company intends ‘to nomiriate BDO Dunwoody LLP, Chartered Accountants, for
appointment as auditor of the Company to hold office until the close of the next annual general meeting of
the Company, at a remuneration to be ﬁxed by the directors. BDO Dunwoody LLP was first appointed as
auditor on December 13, 2001.

Management Contracts

Management functions of the Company are substantially performed by directors or senior officers of the
Company and not, to any substantial degree, bv. any other person with whom the Company has contracted.

Particulars of Matters to be ActéduUpon

Incentive Stock Cptions

Director, officer, consultant and employee stock options (commonly referred to as incentive stock options)
are a means of rewarding future services provided to the Company and are not intended as a substitute for
salaries or wages, or as a means of compensation for past services rendered.

In August 2003, shareholders approved a resolution permitting the directors of the Company to grant to
~directors, officers, consultants and employees of the Company incentive stock options to purchase up to
500,000 additional common shares ir: the capital of the Company, prior to the 2004 Annual General
Meeting. None of these additional options have been granted. Accordingly, shareholder approval will be
sought to continue the authority of the directors to grant to directors, officers, consultants and employees of
the Company incentive stock options to purchase up to an additional 500,000 common shares in the capital
of the Company, for such periods, in such amounts and at such prices per share as agreed upon and at the
discretion of the board of directors in accordance with the p011c1es of all regulatory bodies and stock
exchanges having jurisdiction over the Company. : :

The full text of the ordinary resolution relating to the approval of the additional incentive stock optlons is
attached hereto as Schedule “A”. L

Other Matters

Management is not aware of a.ny matters to come before the Meéting other than those set foi’ih in the Natice
of Meeting. If any other matter properly comes before the Meeting; it is the intenticn of the persons named
in the Proxy to vote the shares represented thereby in accordance with their best judgment on such matter.

-.ll-




Additional Information

The Company will provide to any shareholder, upon request to the Director of Corporate Affairs, copies of
this Information Circular and the Annual Report, including the most recent audited financial statements,
and interim financial statements. Copies of these documents are also available on SEDAR at
www.sedar.com.

Directors’ Approval

This Informatlon Circular contains mformanon as-at June 1 2004 ‘except where another date is specified.
The contents of this Information Circular have been approved and its mailing authorized by the Board of
Directors of the Company. : - -

DATED at Vancouver, British Columbia, this 23 day of June, 2004

ON BEHALF OF T » OF DIRECTORS

~ Ralph D. McRae, Chairman, President and
Chief Executive Qﬁicer

<12-



SCHEDULE “A”

APPROVAL OF GRANTING OF INCENTIVE STOCK OPTIONS

WHEREAS:

L. In August 2003, shareholders approved a resolution permitting the directors of the
Company to grant to directors, officers, consultants and employees of the Company
incentive stock optlons to purchase up to 500,000 additional common shares in the capltal
of the Company, pnor to the 2004 Annual General Meetmg ‘

2. None of the additional stock options have been granted
'RESOLVED THAT:
1. the directors are authorized in their absolute discretion to grant to directors, officers,

consultants and employees of the Company, who may be insiders of the Company
(as that term is:defined in the Securities Act (British Columbia), incentive stock
options to purchase up to 500, 000 additional common shares of the Company, from
time to time.

2. incentive stock options previousiy granted to insiders of the Company during the
prior year be ratified, approved and confirmed;

3. the directors be authorized to amend incentive stock options held by insiders of the
- — Company dunng the ensumg yea.r and

4. no further sharcholder approval \mll be reqmred prior to the exercising of these N
options or amended options.

-13 -
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PART 1

Item 1. — Identity of Directors, Senior Management and Advisers

This item is not applicable for an Annual Report_.

Item 2. — Offer Statistics and Expécted Timetable
This item is not applicable for an Annual Report.

Item 3. — Key Information
A. Selected Financial data.

1.and 2.

-The following table sets forth certain selected consolidated ﬁnanmal mfonnanon with respect to the
e Company for the periods indicated. It should be read in conjunction-with this Annual Report and the
Company's consolidated financial statements listed in Item 17 of this Annual Report. The following
table is derived from, and is qualified by, the Company's financial statements which have been prepared
in accordance with generally accepted accounting prmmples in Canada '

Unless otherwise specified, all amounts set out in this Annual Report are expressed in United

States dollars.
YEAR YEAR YEAR "I'YEAR YEAR
ENDED ENDED ENDED ° ~ | ENDED .| ENDED
Feb. 29, 2004 Feb. 28, 2003 Feb. 28, 2002 Feb. 28, 2001 Feb. 29, 2000
Net sales / S
operating $41,502,604 $47.361,598 $41,181,549 -$51,087,079 -] $31,169,899
revenue. ; , R
Net Income ‘ . -
(loss) ($1.847.490) ($6.250.126) $1.338.988 $1.215.558 ($644.205)
Net Income ) o e L
loss) per share ($0.12) ($0.46) 50.10 $0.09 | (80.11)
| Tdta] assets $22,320,335 $20,948,792 $22,426,084 $30,373,140 $23,162,807
Net assets $9,310,349 $9,639,692 $13,296,913 $12,619,395 $9,451,561
Capital stock $25.949.750 $25.515.098 $23.452.934 $23.566.528 $21.117.427
{ Long-term | $3,443,512 $2,251,173 $3,184,346 $5,493,736 $5,866,054
Obligations
Cash dividends
declared per NIL NIL NIL NIL NIL
common share




YEAR
ENDED
Feb. 29, 2004 |

Weighted
average
number of
common shares

gutstanding

14,949,575

YEAR
ENDED
Febh. 28. 2003

YEAR
ENDED
Feb, 28. 2002

YEAR
ENDED

Feb. 28,2001

13,754,598

13,593,310

10,390,165

YEAR
ENDED

Feb. 29, 2000

7,523,749

For all years presented, diluted EPS was the same as basic except for 2001 where diluted EPS was

$0.08.

The following table sets forth the above financial information pfépared in accordance with generally
accepted United States accounting principles as disclosed in note 20 of the annual financial statements.
The selected financial data should be read in conjunction with the Company’s financial statements.

YEAR YEAR YEAR YEAR YEAR

ENDED ENDED "ENDED ENDED ENDED

Feb. 29,2004 | Feb. 28,2003 | Feb. 28,2002 | Feb. 28,2001 | Feb. 29, 2000
Net sales / .
operating $41,_;92,11; $47,222.643 $41,181,549 $51,087,079 | $30,612,215
revenue ‘
Net Income (loss) (5238,539) | (35,819,049) $3,511,343 ($3,219,782) | ($1,302,517)
Net Income (loss) " 0.02) ($0.43) $0.26 ($0.34) (50.28)
per share : - : -
Total assets "$22,169.654 | . $20,133,137 $21.189,083 $24.954200 | $22,459,168
Net assets $9,159,668 | . $8,824,037 $11,861,687 $7,291,720 $8,742,.922
Capital Stock $25,949.750 |  $25,515,098 $23,142,225 $23,521,712 | $21,373,262
Leong-term . - $3,443,512 $2,251,173 $3,382,571 $5,800,031 $5,866,055
Obligations
Cash dividends
declared per NIL NIL NIL NIL NIL
common share

The primary difference between the loss of ($1,847,490) under Canadian GAAP versus the loss of
($238,539) under US GAAP for the year ended February 29, 2004 is the recovery of stock option
compensation costs calculated in accordance with FIN 44 and the expensing of the deferred
product launch costs and certain deferred costs based on SOP 98-5(i) of US GAAP.

For all years presented, the diluted earnings (loss) per share was the same as basic.



3. Exchange Rates

The Company maintains its financial records.in Canadian dollars and translates: them into United
States dollars for reporting purposes. In this Annual Report, unless otherwise specified, all dollar
amounts are expressed in United States dollars. Assets and liabilities have been translated using
the rate in effect at the year end (1.3357), while revenues and expenses have been translated at the
average rate for the year (1.365 7).

Exchange Rate —~ May 31,2004: 1.3634.. -

Exchange rates for the Erevious six months:

May 1-31, April 1-30 | March =  Feb. 1-29 | Jan. 1-31, | Dec. 1-31,

2004 2004 31,2004 ]2004 - 2004 2003
High 1.3968 13707 13476 | 13440 | 1.3330 13397
Low 13577 13093 13079 .| 13102 1.2692 1.2924
Average 13780 | 1.3425 13284 | 13290 | 1.2960 13128
End of 13634 13721 13113 | 13357 | 1.3248 1.2965
Period ~ - o

Exchange rates for the five most recent financial years:

Mar. 1,2003 | Mar. 1,2002 | Mar. 1, 2001 | Mar. 1,2000 | Mar. 1, 1999
to Feb.29, | toFeb.28, to Feb.28, _| to Feb. 28, | to Feb. 29,
2004 2003 2002 2001 2000
| High 1.4907 15994 16132 | 15600 11.5286
Low 1.2692 14871 | 15099 | 14470 1.4350
Average 1.3657 15584 - | 13631 1.4979 | 1.4767
End of Period | 1.3357 14840 - - | 1.6020 15316 1.4505

B. Capitalization and indebtedness.
This item is not’appleablé for anAnnual Répoft.

C. Reasons for the ojfer and usé of proceeds.

This item is not applicable for an'Anriual Repori. :




D. Risk factors.

Historically, the Company has had periods of unprofitable operations. The Company is engaged
in a relatively capital intensive industry (bottling operations) that is subject to some seasonal
fluctuations. In periods of low volumes, fixed costs can result in operating losses.

The Company derives a substantial portion of its revenue from several major customers with the
largest customer contributing 17% of revenue and the ten largest comprising 65% of revenue.
The loss of several major customers would have a negative impact on earnings.

The Company purchases from the United States certain raw materials and goods for resale in
Canada and thus is vulnerable to exchange rate fluctuations. The Company sells certain products
manufactured in Canada into the US. The Company does not presently use any financial
instruments to hedge foreign currency fluctuations. The sale of Canadian-produced products into
the US acts as a natural hedge against foreign currency fluctuations. A significant increase in the
value of the US dollar in relation to the Canadian dollar would increase the Company’s cost of
product and revenues from export sales. The amount of export revenue does not offset the
amount of raw materials and goods for resale purchased i in US dollars. Therefore some
vulnerability to exchange rate fluctuations exists.

The Company relies on a limited number of suppliers for certain raw materials. While other
sources of supply do exist, an unexpected disruption in supply could create operatlonal problems
and increased costs in the short term.

The following are some of the other factors that could affect the Company s financial
performance:

- Increased competitor consolidations, market place competition, and competitive product and
pricing pressures could impact the Company’s earnings, market share and volume growth.

- Changes in laws and regulations, including chaiges in accounting standards, taxation
requirements (including tax rate changes, new tax laws and revised tax law interpretations)
and environmental laws in domestic or foreign jurisdictions. For example, the Company
currently has significant tax losses available, and a change in legislation affecting these would
negatively impact future results. Environmental laws affecting beverage containers could add
costs to the Company and/or decrease consumer demand for the Company’s products.

-  Interest rate fluctuations and other capital market conditions, including foreign currency rate
fluctuations, which are subject to various factors, inciadiﬁg the impact of changes in
worldwide and national economies, foreign currency mov emernts, pncu“g fluctuations for the
Company’ s products and changes in mteresc rates (see Item 1 1) '

- The uncertamtles of htlgatlon, as the Company 1s party to severar 1awsu11:s as detalled in
Item8. ,

- Changes in general economic and business conditions.



The effectiveness and success of the Company’s marketmg programs, especially for newer
brands such as TREK ® and Soy70TM

Changes in consumer tastes and preference and market demand for new and eXisting products.

Adverse weather conditions, which could reduce demand for the Company’s beverage
products, sales of which are negatively affected by cooler temperatures.

Item 4. — Information on the Company

A

1.

History and developmeﬁt of the Compahy. 7
The legal name of the Compﬁaﬁy is “Lead,ing Brands, Iné.d”‘. '

The Company was incorporated on February 4, 1986 under the name "2060 Investments

Ltd.". OnMay 21, 1986 the Company changed its name to "Camfrey Resources Ltd." On
March 16, 1993, the Company changed its name to "Brio Industries Inc."”, and on October
25, 1999, the Company changed its name from Brio Industries Inc. to Leading Brands, Inc.

The Company was incorporated under the laws of the province of British Columbia,
Canada. The address and telephone number of its principal place of business is:

Suite 1800 — 1500 West Georgia Street
Vancouver BC

Canada V6G 276

Tel: 604-685-5200

During the last half of 2003 and first quarter of 2004, the Company changed the method of
going to market in the United States from focusing principally on third party beverage

distributors in specific geographic areas, to a hybrid system that incorporates direct-to-store
sales by the Company and a variety of alternative wholesalers. -

) E - . ] » . ] ' i. : . ’ ] 1- ‘ i )
Sale of Quick.com (“Quick”) assets and business

Effective January 1 2001 the Company sold the busmess and certain mtellectual property
and capital assets of its. onlme home delivery busmess to, Northla.nd Technologies Inc.
(“NTT”), a Company related by way ofa common d1rector in exchange for 12,000,000
redeemable preferred shares in NTI with a stated value of $7.8 milliéri. Prior to'J anuary 1,
2001, this business was in the.development stage and had not commenced commercml
operations. Under Canadian GAAP applicable to non—monetary fransactions, the
consideration received has been recorded at the amount of the book value of the assets



disposed and no gain or loss has been recogmzed on the transaction. Details of the assets
disposed of are as follows: -

Web site development costs $2,117,210
Deferred operating costs 764,899
Advances 400,193
Cash -~ . ' o0 21,301.999

Value attnbuted to the NTI preferred shares $4.584301

The preferred shares include voting .nghts granting the:Company a 12% share in net assets
of NTI and are redeemable by NTI on or after March 23, 2001 for either the transfer of all
of NTY’s right, titie and interest in the Quick assets and business, or cash of $7.8 million.
The shares are retractabie at the option of the Company on or after January 1, 2004 for the
redemption amount plus any unpaid dividends. In the event of retraction, NTI retains its
right to pay the redemption amount in either of the manners described above.

The Company also entered into an agreement to provide certain management and
administrative services to NTI until February 28, 2003 in exchange for a management fee
calculated as costs incurred plus a 10% share of spe<:1ﬁed net profit.

Under U.S. GAAP applicable to non monetary related party transactions, the consideration
received in connection with the sale of the Quick.com assets and business would be
recorded at the amount of the bock value of the assets disposed. As a result of applying
EITF 00-2 and SOP 98-5 to the operations of the Quick business, the book value of the
Quick business on disposition for U.S. GAAP purposes differed from the Canadian GAAP
book value by ¥1, 007 550 B

At the end of fiscal year 2003, the Company decided to discontinue its support of the Quick
Home Delivery Operatlons and accordmg'y, recorded 2 $6,523,880 write-down on its
‘ 1nvestment .

Clowre of Alamo Snack Facllnty

During the year ended February 28 2002 the Company closed the operations of its snack
facility. The Company determined that this could not be developed to the same degree as its
other businesses. The sales revenue attributable to this operatlon in the year ended February
28, 2002 was $197,874 compared to $1,383,596 in the prior year.

Sale of Bar 'l“fuck’Btisin'eSST =

During ZGuz the C \.,ompany sold its Vancouver b ‘and hctel dzs"nbulor business for
$191, 920 Tms nnnox -.nv:sxon had asinual sales of anp‘ommaiely 3575 GOO or 1.4% of total

revenue

‘There are no significant capital expenditures or divesiitures currently in progress.




There have been no public takeover offers by third parties in respect of the Company’s
shares or by the Company in respect of other companies’ shares during the last and current
financial year.

Business overview.

The Company and its subsidiaries are engaged in beverage bottling, distribution, sales,
merchandising, brand development, brand licensing and brand management of beverage and
food products, throughout most of North America. Originally a "direct to store” distributor
of soft drinks, the Company evolved intc a fully mtegrated botthng and dxstnbutlon operation.

In the fiscal year ended Febmary 29, 2004, Leadmg Brands of Canada Inc was the
principal operating subsidiary engaged in the Company’s food and abeverage business, and
Leading Brands of America; Inc. was the principal sales subsidiary in the United States.

Beyerage.B.oﬁling

The beverage bottling operations of the Company. comprise the largest juice and new age
beverage packaging entity in Western Canada. The Company operates two plants: a
50,000 square foot plant in Edmonton, Alberta and a 100,000 square foot plant in

- Richmond, British Columbia. The Company bottles juices and.new age beverages for co-
pack customers, private label customers, and the Company’s licensed and branded
products. The Company’s plants are “hot fill” plants desngned to allow for extended shelf
life of products without the use of preservatlves ,

In 2003 the Company added a carbonated beverage Iibhne: to‘it":s‘ Richhlohd; British Columbia
plant. That line was installed at the principal cost of the major customer utilizing that line.

The Company provides beverage packaging services (“co-pack”) to major branded
beverage companies such as Coca Cola Enterprises Ltd., Pepsi-Cola Company, Quaker
Tropicana Gatorade Canada and the Mark Anthony Group. These “co-pack” customers
own their brands, and handle the distribution of the product to market. The Company
simply “co-packs” or makes the product at the customers’ request. The Company charges
a “co-pack fee” that equates to the cost of the packaging service provided and also bills for
: any materials not supplied by the customer. Certain co-pack customers are charged the
“co-pack fee” only because they supply all raw materials to make the. product Other co-
pack customers want the Company to provide some or all of the raw materials. The selling
pnce to these customers is the cost of the raw materials supplied by the Company plus the
“co-pack fee”. As a result, when a “co-pack” customer requests a change from a billing
method in which the customer supplies the raw materials to a billing method where they
~ request the Company- to supply the raw materials, it,can cause a significant change in
revenue, with little'or-na change in gross profit, since the cgst of sales changes by
approximately the same dollar amount. In the 2002 fiscal year, the Company became
involved in purchasing more materials and ingredients for two of its co-pack customers,
thereby increasing the.Company’s revenues and cost,of sales.. The additional revenue and
cost of sales that resulted from providing more materials and mgredlents was $15.2 million




in 2003 and $8.3 million in Z002. In the 2004 fiscal year, another major customer returned
to a co-pack fee method of billing s.ausmg a reduction of revenue and cost of sales in the
amount of $15.4 million.

The Company’s private label juice program serves most of the primary major grocery chain
stores in Canada. This business involves designing, developing and formulating juices and
new age beverages, principally for chain stores, to be sold under their private or controlled
label programs. Packaging materials and ingredients are purchased and the finished
products are sold to customers.

The Company’s plants are designed and equipped to handle various types of containers.
The Edmonton plant has three lines: a glass line, a polyathylene teraphalate (“PET”) line
and a foil pouch line. The Richmond plant has two lines: a line that produces a
combination of glass and PET, and a line to run carborated beverages with a post-fill
tunnel pasteurization capability. The Company’s goa! for beverage operations during the
coming year is to expand the volume of cases packaged through co-pack operations, to
expand the Company’s own branded product lines, supplement those lines with products
licensed from third parties and to expand sales of its own branded product lines into the
United States.

Sal | Distributi

The Company’s sales and' distribution systera comprise the largest independent, fuily
integrated beverage distributor in Canada. The sales and distribution system has two
regional warehouse distribution centres located in Richmond, British Columbia and
Edmonton, Alberta. ‘In addition, there are third party distribution centres in Montreal,
Toronto and Calgary. The sales and distribution system distributes a variety of juices, new
age beverages, waters, food and confectionary items to retail, wholesale and distribution
outlets.

The Company also owns and operates a spring water site at Mt. Woodside, Agassiz, British
Columbia, approximately 50-miles east of Vancouver. The Company sells bulk tankered
water to bottlers in the greater Vancouver area. The bulk tanker loading facility has tank
‘storage capacity of 10,000 gallons. ‘The Company also provides water fora prJC spring
site free of charge at the base of the property.

The Company differentiates itself in the marketplace with its customer service. By
selecting the right mix ‘of products and flavours and-dstermining the merchandising strategy
for those items, the Company has been successful in:increasing the turns of its customers’
beverage inventory. The Company also dlstnbutes a w1de vanety of snack food, grocery
and confectlonary products S . s

The Company has a sales and marketmg team that covers most of Canada As a market of
approximately 30,000,000 people, covering more than 2,000,000 square miles, it is not
always ‘cost effective for the. Company's delivery system to carry its products to its
customers on its owa trucks. At the same time, it is imperative that the Company maintain
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contact with those customers and provide sales and merchandising services necessary to
ensure proper presentation of the. Company's brands on store shelves and to assure
appropriate ordering and pull-through of the Company's products.

The sales professionals in Canada cover all aspects of the retail trade including chain
grocery and drug stores, mass merchandise centres, food service outlets and convenience
stores. The salespeople and merchandisers are linked by .computer to the Company's
central databases, allowing for complete-automation of the ordering functions.

The Company also employs sales professionals in the United States. These salespeople are
primarily focused on servicing third party. reglonal dis tnbutors major wholesale customers
and retail chams contfaeted to the Companv o :

The Company’s marketing depar“rment is constantly deve}opmg and implementing
innovative marketing programs for all the brands represented. From sales booklets and
point of sale materials to contests, sampling events, interactive websites and in-store
demonstrations, the Company is always working to bring its brands to the top of its
consumer's mind. The Company’s goal is to promote and market all the brands it represents
in a fun, positive and informed environment.

Reand Licensing and Brand Devel

The Company has increased its focus to licensed brands and the development of its own
brands. Several of the Company's branded products, TREK ®, Soy-O™, Pez® 100% Juice ™,
Caesar’s Bloody Caesar®, and Caesar’s Caesar Cocktail®, are packaged and managed by
the Company. ‘The Company’s licensed brands include Fiji Natural Artesion Water®,
Hansen's® Beverages, Stewart’s® Fountain Classics, Mad Croc™ and Red Devil™.

Nther Business Overview Informati

Substantially all of the Company’s operations, assets and employees are located in Canada.
In 2004 export sales were less than 15% of the: Company s-revenues. . -

Demand for the Company’s beverage products 1s seasonal w1th the warmer months having
more demand than the cooler months. : ‘

Sourcing and pricing of raw materials used in co-packing are generally the responsibility of
the Company s co-pack customers. For the Companv s branded and private label products,

thJS nsk remams w1th the Company T

Raw matenals used in the beverage packagmg busmess con51st pnmanly of. sugar, bottles,
closures, ﬂavonng and cardboard. The Company generally uses filtered municipal water but
also has 1ts own spnng szte i British Columbia e 4

Sugar is commodlty pnced and is generally purchased under a one year contract and
there are several suppliers ir: both Canada and the United States..
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C.

Bottles are generally purchased in the US, but there is a PET bottle supplier in Canada.
Clear glass supply can be limited due to market demand for this item. Pricing tends to
remain stable during the year.

Closures and flavorings are generally purchased in the US, but Canadian suppliers are
becoming available. :

Cardboard 1s widely available and while pricing fluctuates from year to year, it is
generally stable in the short term.

The majority of the Company’s sales are handled directly by the Company’s own sales
force. The Company uses a few brokers to assist with sales to retailers in some markets.
And in other markets, principally in the United States, goes to market with some products
through third party distributors.

No material portion of the Company’s business is dependent on a single or connected
group of patents, licenses, industrial, commercial or ﬁnanczal contracts or new
manufacturing processes. -

The Company makes no statements concerning its competitive position.

The Company is subject to regulations of the Canadian Food Inspection Agency, Health
Canada and Natural Health Product Directorate, as well as the U.S. Food and Drug
Administration with regards to ingredients and labeling of the Company’s products.

The Company is also subject to compliance with the Canada Customs and Revenue
Agency and the United States Department of Homeland Security, Customs and Border
Protection, for border security and customs functions related to the cross-border
movement of raw materials and ﬁmshed goods :

Organizational structure.

Following is a list of the Company’s main subsidiaries as at Febiuary 29, 2004

Leading Brands of Canada, Inc. (LBCD)

~ incorporated provinciaily in Alberta, Canada;

100% owned by Leading Brands, Inc.; -
LBC is the Company’s principal operatmg sub51d1ary in Canada.

Leading Brands of America, Inc. (LBAI)

incorporated in Delaware;
100% owned by Leading Brands, Inc. and Leadmg Brands of Canada, Inc.;
LBALI is the Company’s principal operating subsidiary in the United States.
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-« Kert Technologies, Inc. (formerly The TREK Company, Inc.)

- incorporated federally in Canada;

- 91% owned by Leading Brands, Inc ;

- licenses and owns the Company’s 7REK ® trademarks and other intellectual property.

« LBI Brands, Inc.
- incorporated provincially in British Columbla, Canada
- 100% owned by Leading Brands, Inc.;
- owns certain of the Company’s proprietaly brands, trademarks and other intellectual property.

« Quick, Inc.
- incorporated in Florida, USA; _
= 97% owned by Leading Brands, Inc.; -
- owns certain trademarks and rights.

*

Brio Snack Distributors Inc.

- incorporated provincially in British Columbia, Canada;
- 100% owned by Leading Brands of Canada, Inc,;

- owns certain trademarks and rights.

D. Property, plants and equipment.
Leading Brands operates two beverage plants: one in Edmonton, Alberta and one in Richmond,

British Columbia. The two plants have a total 144 oz. equivalent case capacity of approximately
25,000,000 cases per annum. :

Leading Brands owns a 50,000 squa.re foot pla.nt in Edmonton, Alberta located at 4104 -99
Street. The plant contains three lines: glass, P.E.T. and pouch line for a combined 144 oz.
equivalent case capacity of 10,000,000 cases per annum.

The Richmond, B.C. plant, is a 100,000 square foot facility, with a high speed combination hot fill
glass and PET plastic line, and a carbonated line. This plant has an annual case volume capacity
of approximately 15,000,000 144 oz. equivalent cases. The premises, including adjacent office
space, are under a lease for approximately $3 1,845 per month that expires June 2006.

Leading Brands also owns and operates a spring site at Mt. ‘Woodszd’e Agassm British Columbia,
approximately 50 miles east of Vancouver. The Company sells bulk tankered ‘water to bottlers in
the greater Vancouver area. . : -

Sal { Distributi

The Company has a sales office ir the following location:
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#250 — 1050 Seminaire nord, Saint-Jean-sur-Richelieu, Quebec. The space occupies
1,469 square feet and is leased month-to-month for $1,164 per month.

The following location serves the role of regional warehouse or distribution centre.

3870 - 98 Street, Edmonton, Alberta. The space occupies 61,872 square feet and is leased for
$13,214 per month until August 31, 2004.

The Company also utilizes the following third party distribution centres:

(1) 104 Walker Drive, Bramvton Ontario
(2) 2300 Chemin Monterey, Chomedey, Laval Quebec
(3) 3916 - 61 Avenue SE, Calgary Alberta

The Company’s head office is located’ at Suite 1800 — 1500 West Georgia Street, Vancouver BC.
The space occupies 6,036 square feet and is bemg leased for $6,261 to $7,734 per month until
January 2008.

Item 5. — Operating and Financial Review

A Operating results

Sales
Sales for the year ended February 29, 2004 were $41,502,604, compared to $47,361,598 for the
previous year, representing a decrease of 12.4 % or $5.86 million. The decrease is attributed to
the following:
- Decrease in sales due to the change in billing method for co-pack products, 32 4%
($15.36 million)
- Increase in sales due to currency conversion, 10.8% (5.14 million)
- Increase in sales for branded products and other non co-pack revenue, 2.9% (1.37 million)
- Increase in sales for co-pack products net of currency and billing method change 8. 3%

($2.99 million)
Cost of Sales and Margin
Cost of sales decreased from $38,009,995 to $31,584,076 as a result of the net difference
between the increase in cost of sales for branded products and the decrease in cost of sales due to
the change in billing method for a large co-pack customer. G*ross margin was $9,918,528 in the
current year compared t0 $9,351,603 i in the prior vear. The margin percentage of 23.9% is higher
than the previous year of 19.7% due to the change in blllmg nethod for a large co-pack customer,
and improved margins in branded products.
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These expenses increased $1,415,083 from $8,977,802:t0.$10,392,885, or 15.8%. The additional
costs are for wage and benefit costs, marketing expenses and other administrative costs incurred
as a result of expanding the market for certain proprietary products into the US.

Other Expenses
Depreciation increased by $140,937 from $755, 469 in the pnor year to $896,406. The increase

was due to the effect of foreign currency translations of $106,597 and increased depreciation due
to the addition of capital assets in the production facilities of $34,340. Amortization of deferred
costs increased by $25,052 from $271,823 to $296,875. The increase was due to the effect of
foreign currency translation of $38,354 net of a decrease in amortization of $13,302 due to
trademarks and other deferred costs reaching the end of their amortization periods in the fiscal
year ended February 29, 2004. Interest decreased by $74 366 from $413,996 to $339,630 due the
reduction of interest accretion on convertible preferred shares in the amount of $147,615,
converted in the December 2002, net of the increase in interest due to the effect of foreign
currency translation in the amount of $37,586 and interest on hlgher average borrowing levels in
the amount of $35,663. For US GAAP, interest accretion of $147,615 on convertible preferred
shares in 2003 would not be recorded as explained in note 20 of the financial statements.

Einancial Year Ended Fel 2 200

Sales
Sales for the year ended February 28, 2003 were $47,361,598, compared to $41,181,549 for the

previous year, representing an increase of 15 % or $6.2 million. The increase is attributed to the
following;

- Introduction of two new brands — TREK ® and Pez® 100% Juice ™, 16.7% ($6.9 million).

- Net sales decrease in non co-pack brands other than 7REX ® and Pez® 100% Juice ™, 10%

(34.1 million)
- Nets sales increase in co-pack operations, 8.3% ($3.4 miltion).

Cost of sales increased from $32,073,301 to $38,009,995 as a result of the sales increase. Gross
margin was $9,351,603 in the current year compared t6 $9,108,248 in the pnor year: The margin
percentage of 19.7 % is lower than the previous year of 22% due to the increase of co-pack
volume of products in which the Company supplies the raw materials and the production issues
related to the start up of the two new brands TREK ®, and Pez® 100% Juice ™.

These expenses mcreased from $6 075 710 to $8,977, 802 ot 48%, compared to the sales increase

of 15%. These add1t10na1 costs are the result of expandmg the market for certain proprietary

products into the US. The. Leadmg Brands of America office opened in February 2002 and the
company has smce estabhshed a salés présence across the US """

Depreciation decreased by $66,034 from $821,503 in the prior year to $755,469. This was due to

the closure of the Alamo Snack Facility, the sale of the bar truck business, and the sale of the

T TR G 2oy 7
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distribution building in Edmonton during 2002. Amortization of goodwill, deferred costs and
trademarks and rights decreased by $173,071 from $444,894 to $271,823 mostly due to the
change in accounting policy relating to goodwill as noted in the summary of significant accounting
policies in the financial statements, stating that goodwill is nc longer amortized. Interest
decreased by $212,190 from $626,186 to $413,996 due to lower average borrowing and interest
rates during the year, and the retirement of a long term debt relating to a production line in the
Richmond plant. For US GAAP, interest zccretion of $147,615 on convertible preferred shares
would not be recorded as explained in note 20 of the financial statements.

At the end of the fiscal year 2003, the Company decided tc discontinue support of the Quick
Home Operations delivery service and, accordingly, recorded a $6,523,880 write down on its
investment, as stated in Note 7 of the financial staterents.

Financial Y led

Sales for the year ended February 28, 2002 were $41,181,549, compared to $51,087,079 for the

previous year, representing a decrease of 19.4% or $9.9 million. The decrease is attributed to the

following: ’ _ -

- reduction in sales due to termination of SoBe license agreement and resulting change from
being a distributor to being a co-packer 18.6% ($9.5 million)

- effects of exchange rate changes reduced reported sales in US doliars by 3.6% ($1.8 million)

- net sales increases in co-pack operations and sale of products 2.8% ($1.4 million)

Cost of sales decreased from $40,048,600 to $32,073,301 as a result of the sales decrease. The
margin percentage of 22% is consistent with the prior year.

These expenses decreased from $10,436,743 to-$6,075,710, or 42% compared to the sales
decrease of 15%. Upon termination cf the SoBe license agreement the Company significantly
reduced marketing, sales, distribution and administration personnel and expenditures. . In the prior
year, the Company had invested in these areas to build this brand in Canada.

Depreciatioh decreased by $524,920 from $1,346,423 in the prior year to $821,503 due to the
sale of capital assets related to the SoBe termination and the change in amoriization rates for
certain production equipment as explained in the summary of significant accounting policies in the
financial statements. Amortization of goodwill, deferred costs and traderaarks and rights
aggregating $444,894 was consistent with the prior year amounts of $436,863. Interest
decreased by $179,743 from $805,929 to $5626,185 due t¢ lower average borrowings and interest
rates during the year. For US GAAP, interest accretion of $112,484 on convertible preferred
shares would not be recorded as explained in note 20 of the financial statements.
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Other Income

For Canadian GAAP purposes, 2 gain on termination of $199 033 relatmg toa temunanon of
license was recorded in 2002, with an additional $3,734,002 being recognized in 2001. For US
GAAP purposes these gains have been recorded in 2002. For US GAAP, additional expenses
relating to deferred costs, website development and stock based compensation costs would be
recorded. These differences are explained in note 20 of the financial statements.

B. Liquidity and Capital Resources

Financial Year Ended Febrary 29 2004

As at February 29, 2004 the company had negative workmg capltal of $1,673,014 compared to
negative working capital of $1,444,111 at the prior year end; Bank 1ndebtedness was $3,179,800
compared to $2,914,542 for the prior year. There were no cash or cash equivalents as at February

29, 2004 or the previous year.

The company believes it will have sufficient working capital for the next 12 months, resulting
from operating profits estimated for the 2005 fiscal year.

Net cash utilized in operatmg activities for the 12 months ended F ebruary 29 2004 was $853,640.
Operating activities utilized $712,314 of cash compared to-$196,774 generated in the prior year.
Working capital changes utilized $141,326 due to an increase in trade accounts receivable of
$1,063,691, which was partially offset by a decrease in prepaid expenses relatmg to the refund of
deposrts on productlon line equipment of $547,131, a decrease in inventory of $293,777 and an
increase in accounts payable of $81,457.

Net cash utilized in investing activities was $687,916 compared to $2, 394 30l in the prior year.
$541,776 was expended on the purchase of capital assets for production line modification and
expansion compared to $944,931 in the prior year. During the fiscal year ended February 28,
2003, $693,953 was advanced to support Quick Home Delivery operations that were
d1scont1nued at the end of that fiscal year. $209,870 was expended on deferred. costs compared
to $781,094 in the prior year. Expenditures were higher.in 2003 due to new. product development
costs for TREX ®, and Pez® 100% Juice ™ and start up costs in the US. ‘

Financing activities generated $l,257,966 ﬁ’om an increase term loan of $1,497,342, proceeds
from the issuance of common shares relating to the exercising of options and warrants for
$310,849, other long term debt of $230,838 net of repayment of long term debt in the amount of
$724,006 and a decrease in. bank mdebtedness of $5% 057 . o ‘

The company has a demand revolvmg operatmg bank lqan wnh a credlt hrmt of $3 369 020 w1th
an interest ‘rate of the Canadian prime-rate of its lender plus 0. 75 e 25% perannum. The
Company also has-a term loan in:the amount of $3,483,759. wrth an mterest rate- of the Canadian
prime rate of'its. lender plus 1.0%. per annum. e Th e T

Other sources of ﬁnancmg mclude a mortgage a note payable and leases more fully described in
note 9 of the financial statements.
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The Company generally maintains bank indebtedness in Canadian funds and does not use financial
instruments for hedging purposes. The Company does not have any material capital expenditure
commitments. :

Financial Year Ended Fel 200

As at February 28, 2003 the company had negative working capital of $1,444,111 compared to
negative working capital of $208,400 at the prior year end. Bank indebtedness was $2,914,542
compared to $1,276,193 for the prior year. There were no cash or cash equivalents as at February

28, 2003 or the previous year.

In the opinion of the Company, the current level of working capital is sufficient for present and
future requirements as the company has unused borrowing capacity on its revolving demand loan
of approximately $1.46 million as at February 28, 2003.

Net cash generated from operating activities for the 12 months ended February 28, 2003 was
$596,970. Operating activities generated $196,774 of cash compared to $2,518,836 in the prior
year. Working capital changes generated $400,196 due to a reduction in average days outstanding
in trade accounts receivable, which was partially offset by an increase in prepaid expenses relating
to deposits on production fine eqmp*nent

Net cash utilized in investing activities was $2 394, 301 compared to $4,160,337 generated in the
prior year. In the prior year, $4,493,211 was received as a result of the termination of the SoBe
agreement, and 31,595,891 from the sale of capital assets. During 2003, $693,953 was advanced
to Quick Home Delivery operations compared to $1,158,609 in the prior year. During 2003,
$781,094 was expended on deferred costs compared to $108,817 in the prior year. $944,931 was
expended on the purchase of capital assets compared to $693,327 in the prior year. In the prior
year, $95,963 was received from the sale of a bar truck business and $63,975 was advanced to the
purchaser under a long term promisscry note. :

Financing activities generated $2,034,891 from an increase in bank indebtedness of $1,638,349,
issue of common shares relating to the exercising of opt1ons for $406,884 and the net reduction of
long term mdebtedness of $10,342.

The company has a demand revolving operating bank loan with a credit limit of $4,380,054 with
an interest rate of Canadian prime plus 0.75%. The Company aliso has a term loan in the amount
of $2,401,269 with an interest rate of Canadian prime plus 1.0%.-

Other sources of financing inchide a mortgage, a note payable and capital leases more fully
described in'fioté 9 of the financial stat¢ments. -~ RN : :

The Compé.ny'gen‘erady rgintains bank indebtedness in Canadian funds and does not use financial
instruments ‘for hedgmg pu"poses The Company does not have any j materlal capital expenditure
commitments. .
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Financial ¥

As at February 28, 2002, the Company had negative working capital of $208,400 compared to
negative working capital of $481,132 at the prior year end. Bank indebtedness was $1,276,193
compared to $4,227,391 for the prior year. There were no cash or cash equivalents as at
February 28, 2002 or the previous year. ‘

Net cash generated from operating activities for the 12.months ended February 28, 2002 was
$1,169,878 compared to $1,288,347 in the previous year, OQperating activities generated
$2,518,836 of cash compared to $204,193 that was utilized in the prior year. Working capital
changes utilized $1,348,958 as decreases of accounts payable of $2,984,995 were not fully offset
by decreases in inventory and accounts receivable. In the prior year, working capital changes
generated $1,492,540 due to a large increase in accounts payable only partially offset by
increases in accounts receivable and inventory. I

The primary reason for the changes within working is the change in relationship with SoBe.
Accounts receivable decreased with sales, maintaining the normal number of days sales
outstanding. Inventory decreased significantly as the Company was no longer purchasing the raw
materials for the SoBe product, but was still earning co-pack revenue. As a result inventory turns
increased. A portion of the funds received from the SoBe termination was used to decrease
accounts payable as the Compa.ny began takmg advantage of supplier discounts.

Net cash generated from investing act1v1t1es was 34, 160 337 compared to $5, 356 3 12 utilized in
the prior year. $4,493,211 was received as a result of the termination of the SoBe agreement.
$1,595,891 was received from the sale of capital assets, primarily.coolers and the Edmonton
distribution warehouse. $693,327 was invested in capital assets; primarily coolers, distribution
vehicles and production equipment. $1,158,609 was advanced to Quick Home Delivery
Operations primarily for marketing costs and the purchase of capital assets related to the Quick
assets and business as explained in notes 1 and 7 of the financial statements. $95,963 was
received on the sale of the Company’s bar truck business and $63,975 was advanced to the
purchaser under a long term promissory note. $108,81:7 was expended on deferred costs.

Financing activities utilized $5,436,577 as $2,371,785 of long term debt wa’sv‘repa:id? bank
indebtedness reduced by $2,951,198 and treasury stock of $113,594 was purchased.

C. Research and development, patents and licensres_,”et'c._ .

The Company defers certain new preduct promotlon, launch and development costs and
amortizes them over 36 months commencing with the date. of the launch of the related product.
See note 6 of the financial statements. In the fiscal year ended February 29, 2004, the Company
has taken a non-cash write down inthe amount of $632,579 due to.impairment of deferred costs
from previous periods, telated to-the refocus of the US market. Under (B GAAP SOP 98-5,
Reporting on the Costs of Start-Up Activities, costs are expensed as incurred as explalned in note
20 (a) to the financial statements.
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The Company does not have a formal research and development program. It develops products
as and when it sees fit by working with existing siaff and outside consultants, where appropriate.

Following are current and pending patents and intellectual property owned by the Company:
- patents for Quick website design and graphics

- patent on the 7TREK ® bottle

- proprietary 7REK ® bottle and cap

- TREK ® formulations for Fuel, Burn and Recover

- Pez® 100% Juice ™ packaging

- alarge inventory of formulations for a wide vanety of j ]uxces and new age beverages.

D. Trend Information.

Sales for the first quarter ended May 31, 2004 are about 24% lower than the comparable period in
the prior year. Concurrently, cost of sales reduced a similar amount causing gross margin to
remain consistent with the same period in the prior year. This is primarily due to the decrease in
sales of branded products in the United States, and reduced sales in co-pack products due to a
reduction in sales of co-pack products in which the Company supplies the raw materials and an
increase in sales of co-pack products in which the customer supplies the raw materials.

E. Oﬁbalance sheet arrangemeizts.

1. The Company is committed to operating leases for premises and equipment as disclosed in
Note 13 of the financial statements. The payment obligations are as outlined in the note,
and the amounts are expensed as operating expenses in the period the lease payments are
made. .

2. The Company has no off-balance sheet arrangements of this nature.
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F. Tabular disclosure of contractual obligations.

Pavments due bv period

Toral

Critical Accounting Policies

Contractual Obligations lessthan 1 | .. 1I-3 3-5 more than
year years years J years
Long-term Debt Obligations | 4,278,775 | 837264 | 1,884.355 | 1,260,701 | 296,455
Capital (Finance) Lease ‘ ' Lo -
Obligations 24,595 | 22.596 1,999 .
Operating I ease Obligations | 1.988.496 | 795,873 1,034,695 | 157,928
Purchase Obligations 234,000 | 234.000
Other Long-term Liabilities
Reflected on the Company’s
- | Balance Sheet under the
“|"GAAP of the primary - =
financial statements - : - o _
Total 6.525.865 | 1889733 [2.921.049 11418629 |296455

The Company’s annual financial statements have been prepared in accordance with accounting
principles generally accepted in Canada. Differences from United States accounting principles are
disclosed in note 20 in the notes to the annual financial statements in Item 17 of this Annual
Report on Form 20-F. Some accounting policies have a significant impact on the amount reported
in these financial statements. A summary of those significant accounting policies can be found in
the Summary of Significant Accounting Policies in the annual financial statements. Note that the
preparation of this Annual Report on Form 20-F requires the Company to make estimates and
assumptions that affect the reported amount of assets and liabilities, disclosure of contingent
assets and liabilities at the date of the financial statements, and the reported amounts of revenue
and expenses during the reporting period. There can be no assurance that actual results will not
differ from those estimates. The Company believes as explained below that the most critical
accounting policies cover the following areas: goodwill and long-term investments advances.

Goodwill

Goodwill is recorded at cost and, effective January 1, 2002, it is no longer amortized.

Management tests goodwill for impairment on an annual basis or earlier when circumstances
indicating that its carrying value may not be recoverable, by comparing the book value of each

reporting unit on each balance sheet date to its fair value.

Long Term Investments
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Long-term investments are recorded at cost less amounts written off to reflect a permanent
impairment in value. :

At the end of the fiscal year 2003, the Company decided to discentinue support of its investment
related to the Quick Home Operations delivery service and, accordingly, recorded a $6,523,880
write-down on investment. : -

Revenue Recognition

Revenue on sales of products is recognized when the products are delivered and title transfers to
customers. Revenues from the provision of manufacturing, bottling or other services are
recognized when the services are performed and collection of related receivables is reasonably
assured.

Stock-based Compensation

The Company has adopted the recommendations regarding stock-based compensation under the
CICA Handbook Section 3870 “Stock-Based Compensation and Qther Stock-Based Payment”.
The standard requires that all stock-based awards made to consultants be measured and
recognized using a fair value based method such as the Black Scholes option pricing model.

The standard encourages the use of a fair value based method for all awards granted to
employees, but only requires the fair value based method for direct awards of stock, stock
appreciation rights and awards that call for settlement in cash or assets. Awards that a company
has the ability to settle in stock are recorded as equity, whereas awards that the entity is required
to or has a practice of settling in cash are recorded as liabilities. The Company uses the intrinsic
value method of accounting for stock options granted to employees and directors (for services
rendered as a director) as allowed under the section. Under this method, compensation costs are
generally recorded when the exercise price of the options is less than the market value of the
underlying commen stock. The proceeds received on the exercise of stock options are credited to
share capital. The section does, however, require the disclosure on a pro-forma basis of the
impact on operations of using the fair value based method for stock options granted to directors
and employees on or after January 1, 2092.

Compensation costs are charged to the Consolidated Statements of Income and Deficit or
capitalized to deferred costs, depending on the rature of the award.

New Pronouncements

At this time, the Company does not anticipate the implementation of any new accounting
standards for Canadian GAAP purposes to have a material effect on the financial statements.

G. Safe Harbor.
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The Company relies upon the Safe Harbor Laws of 1933, 1934, and 1995 for all public
statements. This report includes “forward-looking information” within the meaning of Section
27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act
of 1934, as amended. Statements which are not historical facts, are forward-looking statements.
The Company, through its management, makes forward-looking public statements concerning its
expected future operations, performance and other developments. Such forward-looking
statements are necessarily estimates reflecting the Company's best judgment based upon current
information and involve a number of risks and uncertainties, and there can be nio assurance that
other factors will not affect the accuracy of such forward-looking statements. It is impossible to
identify all such factors. Factors which could cause actual fesuits'to differ materially from those
estimated by the Company include, but are nct limited to,’general economic conditions, weather
conditions, changing beverage consumption trends, pricing; availability of raw materials,
economic uncertainties (including currency exchange rates), government regulation, managing and
maintaining growth, the effect of adverse publicity, litigation, competition and other factors which
may be identified from time to time in the Company's public announcements.

Item 6. — Directors, Senior Management and Employees
A Directors and senior management. N
The following is a list of the current directors and semor ofﬁcers of the Company, the1r

municipalities of residence, their current posmons with the Company, areas of experience, and
principal business activities performed outs1de the Company

Name and Municipality Principal "(‘)c,cuiaiat‘inn':and»A're'astbf Enpéricnce
of Residence : L L o
Ralph D. McRae Mr. McRae is a director and the Chairman, President and Chief
West Vancouver, BC Executive Officer of thé Company and has been with Leading

Brands, Inc. sirice March 1996. - He is-also a director and the
Chairman, Chief Executive Officer and Secretary/Treasurer of
Leading Brands of Canada, Inc., the Chairman and Chief
Executive Officer'of Leadmg Brands of Amenca, Inc. and Kert
Technologies, Inc. ©~ -

Mr. McRae is a director and the Chairman and Chief Executive
Officer of McRae Management 1td., a waste management and
. water company based in Coqultlam, BC . |
" ‘M. MicRae'is also a principal of McRag Veitures Inc a
corporation based in West Vancouver, BC.
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Name and Municipality
of Residence

Principal Occupation and Areas of Experience

R. Thomas Gaglardi
Vancouver, BC

Mr. Gaglard:i has been a director of Leading Brands, Inc. since

.. Octcber 1998. He is also the Secretary of the Company. He

is also the President of Northland Properties Corporation, a
hotel and restaurant company, and Chairman and CEO of
Sandman Hotels, Inns & Suites and Moxie’s Restaurants.

Peter Buckley
West Vancouver, BC

Mr. Buckley has been a director of Leading Brands, Inc. since
August 1997. He is also the president of Old Spaghetti
Factory Canada Ltd.

Iain J. Harris
Vancouver, BC

Mr, Harris was a director of Leading Brands, Inc. from May
1996 to December 2003, and from June 2004 until the present
time. He is also the Chauman and Chief Executive Officer of
Summit Holdings Inc.

Jonathan Merriman
San Francisco, CA

Mr. Memman has been a director of Leading Brands, Inc.
since January 1699. He is also the Chairman and CEO of
Merriman Curhan Ford & Co. (formerly RTX Securities).

Douglas Carlson
Aspen, CO

Mr. Carlson has been a director of Leading Brands, Inc. since
August 1999. He is also the Chief Executive Officer of FIJI
Water Holdings, LLC and Chief Executive Officer of Wakaya
Club Resort in Fiji.

Donna Higgins
Port Coquitlam, BC

Ms. Higgins is the Chief Financial Officer of Leading Brands,
Inc., Leading Brands of Canada, Inc., and Leading Brands of
America, Inc. Prior to joining Leading Brands in 1999, Ms.
Higgins held accounting and finance positions with both a
large Pepsi bottler and regional beverage distributor.

There are no arrangements or understandings pursuant to which any of the above was selected as
a director or executive officer. There are no family relatlonshlps between any of the persons

named above.

B. Compensation.

In fiscal 1996, the Company implemented a management incentive compensation system. Under

that system, the execuiive and divisional management cf the-

Company exchanged part of their

salary for stock options and a bonus program, payable in a combination of cash and the Company
shares. Entitlement to the bonus is tied directly to the Company’s profitability in relation to
budget. The Company’s sales and delivery personnel are paid in part by commission. The
Company’s plant workers are also paid in part by-an incentive tied to.their productivity. The
Company has no other bonus or profit sharing plans.

C . ED. -
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Directors receive $1,500 CDN per quarter (pro rated for those serving less than a full quarter)
and $500 CDN for each directors’ meeting and committee meeting attended.

Directors are also compensated for their services in their capacity as directors by the granting
from time to time of incentive stock options. - During the most recently completed financial year,
there were 173,192 replacement stock Opthl’lS granted to Dlrectors

BBI Holdings Inc. (“BBI”), which is controlled by Ralph McRae receives $5,126 per month for
consulting services provided by Mr. McRae and another director of BBL

The following table is a summary of compensation paid:té’thé CEO, the CFO, and the 3 most
highly compensated Executive Officers of the Company and its subsidiaries.

Annual Compensation Stock Options
Name and Fiscal | Salary Bonus | Other Annual Securities Under Options
Position Year (USS) (US$) | Compensation Granted during the fiscal
Ending (US$) vear (#)

Ralph McRae, , o
Chairman, 2004 | nil nil 351,468 nil
President and _ 61,512
CEO 3
Donna ’ @ ] -
Higgins, 2004 | 80,263% | nil nil 50,000
Dave Read, ' . 5
President of 2004 nil ~bnil [ 154,300 50,000
LBI Brands
Inc.
Robert Miller, @ | © )
Leading b | ' -
Brandsof .. ., .. |, ... b
Terry-Casey;- ¢ {0 10 oo faciinn, - -

e 2004 .}.68,2 35, 250‘6’ nil
Semor VP of B TS <5)
Sales Sk e e 4 684

(1) McRae Ventures, Inc., a company with a directst in common with the Company, receives $351,468 for - -
consulting services provided by Mr. McRae. BBI Holdings Inc., a company with a director in common with the

S re e
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Company, receives $5,126 per month for consniting services provided by Mr. McRae and another director of
BBI Holdings Inc.

Ms. Higgins was appointed CFO of the Company in April 2003. This figure represents 12 complete
months during the fiscal year ended February 29, 2004,

VE Services, a company owned by Mr. Read, receives $154, 300 for consulting services provided by Mr.
Read.

Mr. Miller’s employment with the Company ended in November 2003, This figure represents 9 months during
the fiscal year ended February 29, 2004,

Auto allowance

Mr. Casey’s employment with the Company ended in September 2003, and salary payments continued
until January 2004. These figures represent 7 months of salary and 4 months of salary continuance during
the fiscal year ended February 29, 2004.

No amounts have been set asid.eﬂ or accrued by the C‘onipany during its last fiscal year to provide
pension, retirement or similar benefits for directors or officers of the Company.

C.

1.

2.

3.

Board practices.

The Company’s board of directors is currently comprised of six directors. These are
divided into three classes designated as Class I, Class II and Class III, to provide for a
rotation of three year terms of office. Any director whose term has expired is eligible for
re-election.

The terms of office of Ralph D. McRae and Jonathan Merriman, the directors in Class I,
will expire at the conclusion of the 2004 annual general meeting to be held on July 27,
2004, while the terms of office of the directors in Classes II and III expire at the 2005 and
2006 annual general meetings, respectively.

The following table Lists the current terms of office for the d1rectors and the period during
which the directors have served

Name Class Term of Office Served Since

Ralph D. McRae I Aug/01 to Aug/04 March 1996
Jonathan Merriman I Aug/01 to Aug/04 January 1999
Douglas Carlson I Aug/02to Aug/05 =~ August 1999
IainJ. Harris I = Aug/02to Aug/05 May 1996
Peter Buckley =~ =~ "Il  Aug/0Cto Aug/06 August 1997
R. Thomas Gaglardi III Aug/00 to Aug/06 October 1998

There are no directors’ service contracts with the Company or any of its subsidiaries
providing for benefits upon termination of employment.

The members of the Company’s audit committee are:
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- Peter Buckley
- Douglas Carlson
- R. Thomas Gaglardi

The function of the audit committee is one of Teview. The committee reports to the Board
from time to time with respect to its activities and its recommendations and provides
background and supporting information as may be necessary for the Board to make an
informed decision. -

The members of the Company’s compensation commxttee are:
- Douglas Carlson : R
- Jonathan Merriman

The function of the compensation committee is to review the compensation of the
President and guidelines for the compensation pohc1es of the Company. The Committee

reports its recommendations to the Board. Compensation matters may also be reviewed
and approved by the entire board of directors.

As of June 1, 2004 the executive officers of Leading Brands; Inc. are:

Ralph D. McRae

Chairman, President and Chief '] Executlve Ofﬁcer
Donna Higgins " Chief Financial Officer B
R. Thomas Gaglardi Secretary

- Employees.

Following are the number of employees of the Company for the past 3 financial years:

February 29. 2004 February 28, 2003 February 28, 2002
Canada 180 181 203
United States 2 13 10
E. Share ownership.
1. Options to purchase common sha.res from the Company or subsxd1anes of the Company

are granted from time to time to directors, oﬂicers and employees of the Company on
terms and conditions acceptable to the board of d1rectors and subJect to shareholder

approval.

As of February 29, 2004, there were 3,002,186 issued and outstanding options, with a
weighted average exercise price of $1.15. .
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As of June 1, 2004 there were 3,032,186 issued and outstanding options, with a weighted
average exercise price of $1.11. Of the tota! stock options granted, 2,465,049 have vested and
are available for exercise as at June 1, 2004.

The following table provides share ownership information with respect to the directors and
officers listed in subsection &6.B above. |

Name Common # of Date of Grant Exercise | Expiration Date
Shares Common | - Price
Held ¥ Shares
- # under
| Options
Granted
Ralph McRae 422260 | 500,000 | Mar.1, 2000 1.00 Mar.1. 2010
(2.81%) ;- 300,000 ! Aug.29.2000 1.00 Sept.1,2005
200,000 | Aug.29.2000 1.00 Sept.1,.2005
Donna Higgins nil 20,000 | Jun.8. 1999 - 1.00 Apr.30, 2009
30,000 | Jan.25. 2000 . 1.00 Jan.25, 2005
50,000 | Aug.14, 2000 1.00 Aug. 14, 2005
50,000 | Aug.26. 2003 129 Aug.26, 2008
Dave Read 1,000 50,000 | Julv 2. 1999 1.00 July 2, 2009
' : 50,000 | Aug.27. 1999 1.00 Aug 27.2009
100,000 { Jan.22, 2001 1.00 Jan.22. 2006
50,000 | Aug.26, 2003 1.29 Aug .26, 2008
Robert Miller unknown® nil
Terry Casey unknown® nil

1)

@)
3

The information as to number of shares beneficially owned (directly or indirectly or over which control or direction is
exercised) is not within the knowledge of the management of the Company and has been furnished by the respective
director or officer. ‘

Mr. Miller’s employment with the Company ended in November 2003.

Mr. Casey’s employment with the Company ended in September 2003.

There are no other arrangements for -iﬁvolving'the" éniployeés in the capital of the
Company.
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Item 7. — Major Shareholders and Related Party Transactions

A

Major shareholders.

As at June 1, 2004, the Company had 15;040, 169 .commqn( shares.without par value issued and
outstanding.

1.

(a)

(b)

(c)

Following are the shareholders that are the beneﬁci,al owners of 5% or more of the
Company’s voting securities, as of June 1, 2004; B

Name of sharehaolder Number of shares. | _Percentage of qutstanding shares |

Cede & Co. ¥ 8.929.300 | 59.37%
CDS & Co.? | 2.275,488 , 15.13%
Northland Properties © 2.020.626 ‘ 13.43%
Gilvest LP : 864.000 5.74%

® Cede & Co. is an American depository, holding shares on behalf of beneficial owners.
@ DS & Co. is a Canadian deposnorv, holding shares on behalf of beneficial owners.

® Northland Properties is related to R. Thomas Gaglardi, a director of Leading Brands, Inc.
“ Gilvest LP is related to Douglas Carlson, a dJrector of Lwdmg Brands, Inc.

In December 2002, Northland Properties Corporation (“NPC”) converted 2,000,000 Class
E preferred shares to 788,626 common shares at the rate of $1.75 USD per share. This
transaction increased NPC’s percentage ownership of the Company’s outstanding shares
from 8.66% as at February 28, 2002 to 13.52% at February 28, 2003.

There has been no other significant change in the percentage ownership held by any major
shareholders during the past three years.

The Company’s major shareholders do not have different voting rights than other
shareholders. ;s

The Company’s register of 224 members showed that 10,157,200 of the Company’s
common shares or 68% were held by 183 registered shareholde;s re51d1ng in- the United
States.

To the best of the Company's knowledge,-v the Compa:iy is not owned or controlled,
directly or indirectly, by another corporation or by any foreign government.

To the best of the Company's knowledge, there are no arrangements the cperation of
which at a subsequent date may result in a change in control of the Company. A
substantial number of common shares of the Company are held by depositories, brokerage
firms and financial institutions in "street form".

Related party transactions.
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The Company has not at any time during the period since the beginning of the last fiscal
year to June 1, 2004 been a party to any material transactions in which any director or
officer of the Company, or any relative or spouse, or any relative of any such spouse, has
any direct or indirect material interest except as follows:

a)

b)

BBI Holdings Inc., a Company with a director in common with the Company, receives
$5,126 per month for consulting services provided by Mr. McRae and another director of
BBI Holdings Inc.;

Effective January 1,-2001, the Company sold the business and certain intellectual property
and capital assets of its online home shopping business to Northland Technologies Inc.
(“NTT”), a company related by way of a common director, in exchange for 12,000,000
redeemable preferred shares in NTI with a stated value of $7.8 million. Prior to January 1,
2001, this business Was in the deve‘opment stage and had not commenced commercial
operations.

The Company also entered into an agreement to provide certain management and
administrative services to NTI until February 28, 2003 in exchange for a management fee
calculated as costs incurred plus 2 10% share of specified net profit.

During the fiscal year 2003, the Company advanced $693,953 to support its investment in
NTI related to the Quick Home Operations delivery service.

At the end of the fiscal year 2003, the Company decided to discontinue its support of the
Quick Home Gperaticns delivery service and, accordingly, recorded a write down of
$6,523,880 on this investment. See note l(a) of the annual financial statements for further
details.

- Fiji Water, a company with a director in common with the Company, supplied products for

resale in the amount of $184 743 dunng the year ended February 29, 2004.

There are no outstanding loans or guarantees made by the Company or any of i 1ts subsidiaries
to or f01 the benefit of any of the persons listed above. o

Item 8. — Financial Informaticn

A

Consolidated Statements and Other Financial Information.
The following financial statements for the year ended February 29, 2004 are mcluded in

this report as Exhibit 19.1:

(a)
(b)

Balance sheets

Statement of Income and Deficit
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(c) Statements of Cash Flows
(d) Summary of ngmﬁcant Accountmg Policies
(e)  Notes to the F1nanc1al Statements
A7
Legal Proceedings
A supplier to the Company commenced an action .against the Company claiming a debt in the

amount of $279,535. The Company denied:this claim and counter sued for breach of contract and
negligence. In June 2004, this matter was settled at no cost to the Company.

A former supplier of the Company commenced a lawsuit against the Company for unpaid amounts
totaling approximately $686,615 in respect of beverage product allegedly purchased by the
Company. The Company commenced a counter claim against the former supplier totaling
approximately $5,201,833 for losses incurred as a result of the former supplier’s alleged breach of
contract. The legai proceedings between the two parties are at an early stage, discoveries have
not yet been held and the amounts and merits of the supplier’s claim and the Company’s counter
claim are not presently determinable. The amount of the ultlmate loss, if any, will be recorded in
the pericd it becomes determinable. -

In October 2003, the Company commenced an action in Connecticut against the former President
of LBAI, the Company’s US subsidiary, a supplier, three of its licensors and their principal,
seeking damages for improper and fraudulent. conduct by.those persons and their associates and to
prevent the improper termination of three license agreements. Issues surrounding the three
license agreements then became the subject of a lawsuit and arbitration proceeding pending in
Massachusetts against the Company initiated by certain of the licensors. The Company continues
to pursue the Connecticut lawsuit against the former President of LBAI. A related action was
then commenced by the supplier against the Company in"Virginia and yet another action was
commenced by one of the licensors against the Company and its Chairman and CEOin
Massachusetts. Although the lawsuit and arbitration demand issued.in Massachusetts seek several
million dollars in damages against the Company, management is of the opinion that the claims
~-— -~ ——commenced against it by these parties are frivolous. While the outcome of these claims is not
- presently determinable, at this time, the Company does not expect them to have a material adverse -
effect on the financial position or results of operations of the Company. ., . . .

The Company is subject to other legal proceedings.and- claims ithat arise in the ordinary course of
its business, none of which are éxpected to have significant eﬁ‘ects on the Company s financial
position or profitability. Lo . ,

AR

Dividend Distribufi
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The Company will consider dividend distributions when it determines that it cannot realize better
returns to investors by investing internally. -

B. Sigrificant Changes sz’.ﬁce the date of the annudl financial statements.

None N -

Item 9. — The Offer and Listing.

Note: For an Annual Report, only the information called for by Items 9.A 4 and 9.C is required
A Offer and listing details. | |

4. Following is information regarding the price history of the stock on the Nasdaq SmallCap
Market, in United States dollars:

(a) for the five most recent full financial vears:

Period High $ Low $
March 1, 2003 to Feb. 29, 2004 249 0.91
March 1, 2002 to Feb. 28, 2003 4.14 1.52
March 1, 2001 to Feb. 28,2002 | 199 0.43
March 1. 2000 to Feb. 28, 2001 4.68 0.75
March 1, 1999 to Feb. 29_2000 3.50 e 0.63
(b) for each full financial quarter of the two most recent full financial years: ‘
Period High § - Low $
4™ Quarter of Fiscal 2003 1.39 0.91
Dec. 1, 2003 — Feb. 29. 2004
3" Quarter of Fiscal 2003 157 1.03
Sept. 1. 2003 - Nov.30, 2003 .
2™ Quarter of Fiscal 2003 a - 186 v 1.16
June 1, 2003 — Aug. 31, 2003 _- _
1" Quarter of Fiscal 2003 . 249 1.50.
Mar. 1. 2003 — May 31, 2003
4™ Quarter of Fiscal 2002 324 188
‘Dec._1,2002 -Feb. 28.2003 | .~ R
3" Quarter of Fiscal 2002 - [ 414l 176
Sept. 1. 2002 — Nov.30, 2002 L
2™ Quarter of Fiscal 2002 3.39 1.63
|Liinie 1, 2002 - Awzi31,2002 | - oo b
1* Quarter of Fiscal 2002 | -~ 239 1.52
March 1.2002to May 31. 2002 | - : A -

(c) for the most recent six months:
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Period High'$ ' Low $
February 1 ~ 29. 2004 124 100
January 1 —31. 2004 o 139 . .. __1.05
December 1 — 31, 2003 1.35 0.91
November 1 — 30. 2003 1.19 1.05
| October 1 —31. 2003 1.35 1.03
September 1 — 30, 2003 1.57 o 1:26 -
Markets.

The-Company's common shares have been quoted on the NASDAQ Small -cap Market
since August 3, 1993. The ticker symbol is LBIX. B

On May 8, 2002 the Company’s common shares were listed on the Toronto Stock
Exchange (“TSX”) under the ticker symbol LBI." On April 8,:2003 the Company
voluntarily delisted its shares from the TSX.

Item 10. — Additional Information.

A

Share capltal
This item is not applicable for an Annual Report

Memorandum and articles of association. .
This 1nformat1on has been prev10usly reported and is mcorporated by reference

Material contracts .
There are no additional mater'al contracts, other than those d1scussed elsewhere in this

report.

Exchange controls. Canada has no system of exchange controls. There are no exchange
restrictions on borrowing from foreign countries or on the remittance of dividends,
interest, royalties and similar payments, management fees, loan repayments, settlement of
trade debts, or the repatriation of capital. Any such remittances to Umted States residents,
however, may be subject to withholding tax. : . :

Taxation. A brief and general description is included below of certain taxes, including
withholding taxes, to which United States security holders may:be subject under the
existing tax laws and regulations of Canzda. The consequences if any, of provincial taxes
are not consndered o el

-

,,,,,,

should seek the advice of their own tax adwsors wnh respect t0. the apphcablhty or effect
on their own individual circumstances of the matters referred to herem and of any United
States federal, state or local taxes.
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Taxation on Dividends

Generally, cash dividends paid or deemed to be paid by a Canadian-corporation to non-resident
shareholders are subject to a withholding tax of 25%. Dividends paid to US residents are
subject to a withholding tax of 15%, and dividends paid to a US resident company which owns
10% or more of the voting shares of the Canadian corporation are subject to a withholding tax
of 5%. Dividends paid by a Canadian corporation to shareholders resident in Canada are not
subject to withholding tax. '

Taxation on Capital Gains

Generally the disposition by a non-resident of shares of a Canadian public corporation is not
subject to Canadian income tax, unless such shares are “taxable Canadian property” within the
meaning of the Income Tax Act (Canada) and no relief is afforded under any applicable tax
treaty. The shares of the Company would be taxable Canadian property of a non-resident
purchaser if the non-resident purchaser used the shares in carrying on a business in Canada, or
if the non-resident, together with persons with whom he does not deal at arm's length, owned
25% or more of the issued shares of any class of the capital stock of the Canadian corporation
at any time during the five-year period immediately preceding the disposition.

In addition, Canada may tax capital gains realized by an individual resident in the United States
on the disposition of shares of a Canadian corporation if the following conditions are met:

. the individual was resident in Canada for 120 months during any period of 20
consecutive years preceding, and at any time during the 10 years immediately
preceding, the dxsposmon of shares, and

. the individual owned the shares when he ceased to be re51dent in Canada.

Holders of common shares of the Company should seek independent advice from their own
professional tax advisers with respect to the income tax consequences arising from the holding
of common shares of the Company. ‘

Dividends and paying agents.
This item is not applicable.

Statement by experts.
This item is not applicable.

Documents on display. . .
Copies of documents concermng the Company, which are referred to in this Report, are

available for inspection at the head office of the Company located at Suite 1800 — 1500
W. Georgia Street, Vancou\fer BC Canada V6G 2Z6.

Subsidiary Information.
This item is not applicable.
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Item 11. — Quantitative and Qualitative Disclosures About Market Risk.

The table below shows the long term debt whose faJr value is subject to market risk as interest
rates change.

FIXED INTEREST RATE | -

LONG TERM DEBT Mortgage  Note Payable Other
Interest Rate 6.8% 8.0% . . 10.0%
Principal at February 29, 443,787 81,575 294,248
2004 - - L m '
Principal payments by year: -~ - : S

2005 - 28,683 42,914 . . 22,596
2006 o 27,696 38,661 © 1,999
2007 e 28977 - 257,687
2008 - 30,317 o 11,966
2009 and thereafter 328.114 ‘

TOTAL 443,787 81,575 294,248

The fair value of this debt decreases as market interest rat‘es' increase The fair value of this debt
is estimated at $821,414 as at February 29, 2004 as dlsclosed in note 18 (a) of the financial
statements.

VARIABLE INTEREST RATE v

'DEBT Operating Loan Term Loan
Interest Rate prime + 1.25%  prime + 1.0%
Principal at February 29, 2004 3.179.800 3.483.759
Principal payments by year: _
2005 . . L 765,667 <
2006 . o Tese6T
2007 I S TeSe67
2008 a - 765,667

2009 421.091 .
TOTAL - 3483759 1
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The fair value of this debt is equal to the book amount. Future cash flows will be adversely
impacted by interest rate increases.

Item 12. — Description of Securities Other than Equity Securities.

This item is not applicable.

PART II

Item 13. — Defaults, Dividend Arrearages and Delinquencies.

This item is not applicable.

Item 14. — Material Modifications to the Rights of Security Holders and Use of Proceeds.

A

The instruments defining the rights of the Company’s shareholders have not been
materially modified except as follows:

i)

On August 26, 2003, a new Shareholder Protection Rights Plan was adopted
whereby one share purchase right is attached to each outstanding common share,
exercisable only in the case of a specific event, such as the acquisition by an
acquirer of 20% or more of the issued common shares of the Company, and at a
predetermined calculated price. The details of this Plan were reported in the Form
20-F for the fiscal year ended February 28, 2003.

In order to provide sufficient authorized capital to accommodate the potential
exercise of Rights under the new Shareholder Rights Plan, a resolution to amend
the Memorandum of the Company was passed by the shareholders at the
Company’s annual general meeting held on August 26, 2003. The resolution
authorized the increase of the authorized capital of the Company from
120,000,000 shares divided intc 100,000,000 common shares without par value
and 20,000,000 preferred shares without par value to 520,000,000 shares divided
into 500,000,000 common shares without par value and 20,000,000 preferred
shares without par value. The preferred shares were designated as follows:
1,000,000 as Series “A”, 100 as Series “B”, 1,000,000 as Series “C”, 4,000,000 as
Series “D” and 4,000,000 as Series “E”. Thele are 9,999, 900 undes1gnated
preferred shares

There were no matenal moamcatlona to any \.lass of szcurm.,a, other: than as descnbed n
Item 14Aabove ' T e :

There has been no material withdrawal or subs 1tuti€>n cf assets securing any class of
reglstered secuntles of the Company ’ e SR

There has been no change of trustee or paying agent for any registered securities. -
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E. This item is not applicable.

Item 15, - Controls and Procedures

Based on their evaluation as of February 29, 2004 the Company s Chief Executive Officer and
Chief Financial Officer have concluded that the Company s disclosure controls and procedures (as
defined in Rules 13a-14(c) and 15-d14(c) under the Securities Exchange Act of 1934 (the “Act™)
) are effective to ensure that the information required to be disclosed by the Company in reports
that it files or submits under the Act is recorded, processed, summarized and communicated to
them as appropriate to allow timely decisions regarding required disclosure.

There were no significant changes in the Company’s internal controls during the period covered
by this annual report that could s1gn1ﬁcant1y affect the Company S 1nternal controls over financial
reporting, ‘ Gl e

Item 16A. — Audit Committee Financial Expert. . "~

The Company’s Board of Directors has determined thar the Company has at least one audit
committee financial expert, Mr. Dcuglas Carlson, serving-on its audit committee.

Item 16B. — Code of Ethics. B IS

The Company is in the process of’ consideringand ﬁnahzmg irs c}"ode’-;of'et}ncs.

Item 16C. — Principal Accountant Fees and Servxces o |

a) Audit Fees — Audit fees biiled in the ﬁscal years ended February 29, 2004 and February
28, 2003 totaled $106,968 and $66,318 respectlvely : _

b) Audit Related Fees - Audlt related fees bllled in the fiscal years ended February 29, 2004
and February 28, 2003 totaled $94,740 and $59 901 respectively.

c) Tax Fees -'Tax fees billed in the ﬁscal years ended February 29, 2004 and February 28,
2003 totaled $12,228 and $6,417 respectlvely o

d) All-Other Fees — There were 10 other fees bﬂled in the ﬁscal years ended February 29,
2004 and February 28, 2003. ‘

The audit committee approves all-audit, audit-related services, .tax services and other services
provided by BDO Dunwoody LLP. Any services provided by BDO Dunwoody LLP that are not
specifically included within the scope of the audit must be pre-approved by the audit committee in
advance of any engagement..Under the Sarbanes-Oxley Act of 2002, audit committees are
permitted to approve certain fees for audit-related services, tax semces and other services
pursuant to a de minimus exception prior to the completion of an audit engagement. In 2004,
none of the fees paid to BDO Dunwoody LLP were approved pursuant to the de minimus.
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Item 16D. — Exemptions from the Listing Standards for Audit Committees.
None

Item 16E. — Purchases of Equity Securities by the Issuer and Affiliated Purchasers.

During 2002, the Company repurchased 108,400 of its issued and outstanding shares. These
shares were cancelled during 2003, and no further shares have been repurchased.

PART Il

Item 17. — Financial Statements.

The Consolidated Financial Statements of Leading Brands, Inc. for the year ended February 29,
2004, February 28, 2003 and February 28, 2002 are attached to this report as Exhibit 19.1.

Item 18. — Not applicable.
Item 19. — Exhibits.
Exhibit No. Description
19.1 Annual Financial Statements:

Auditor’s Report and Consolidated Financial Statements of Leading
Brands, Inc.

February 29, 2004, February 28, 2003 and February 28, 2002
(expressed in United States Dollars)
19.2 Memorandum of Leading Brands, Inc. as altered August 26, 2003.
19.3 Information Circular dated June 1, 2004.

99.1 Certification of Chief Executive Officer pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002

99.2 Certification of Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

99.3 Certifications of Chief Executive Officer and Chief Financial Officer
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

The following documents have been previously filed and are incorporated by reference:

Certificate of Incorporation and Articles and amendments to the Articles and
Memorandum of the Company, amended on June 29, 1998 and April 13, 1999
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Memorandum and Part 27 of the Articles of Leading Brands, Inc. as amended
February 27, 2001.

Contracts for Sale of Goods, Lease and related documents between Leading
Brands of Canada, Inc., Northland Technologies; Inc.; and Quick Home Delivery
(Canada), Inc. dated November 30, 2000.

Licence Agreement between Quick, Inc and North]and Technologres Inc. dated
January 1, 2001.

Agreement of Purchase and Sale, and related documents between Leadmg Brands
of Canada, Inc. and Northland Technologies, Inc. dated January 1, 2001.
Management Agreement and related documents between Leading Brands of
Canada, Inc. and Quick Home Delivery (Canada), Inc. dated January 1, 2001.

The registrant hereby certifies that it meets all of the requirements for filing on Form 20-F and
that it has duly caused and authorized the undersigned to sign this annual report on its behalf.

LEADING BRANDS, INC.

N——"

Ralph D. McRae
Chairman and Chief Executive Officer

Dated:

June 23, 2004
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Exhibit “A”
COMPANY ACT

MEMORANDUM ~
(ALTERED BY ORDINARY RESOLUTION OF AUGUST 26, 2003)

of

LEADING BRANDS, INC.

1. The name of the Company is LEADING BRANDS, INC.

2. The authorized capital of the Company consists of 520,000,000 shares divided into 500,000,000
common shares without par value and 20,000,000 preferred shares without par value of which
1,000,000 are designated as Series “A” Preferred Shares, 100 are designated as Series “B™ Preferred
Shares, 1,000,000 are designated as Series “C” Preferred Shares, 4,000,000 are designated as Series
“D" Preferred Shares, and 4,000,000 are designated as Series “E™ Preferred Shares.

3. The Special rights and restrictions attached to the preferred shares are as follows:

preferred shares as a class will have preférencé as to dividends or capital or both capital

(2)
and dividends;

(b) preferred shares may at any time and from time to time be issued in one or more series,
each series consisting of such number of shares as may, before the issuance thereof, be

determined by resolution of the Board of Directors; and

{c) the Board of Directors may, by resolution passed froi time to time before issuance, alter
the articles to fix the preferred ﬁghts as to dividends, designation, convertibility, rights,
restrictions, conditions and limitations attached tc the shares of each series.
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EXHIBIT “AY 1 CERTIFY THIS IS A COPY OFE A
] . DOCUMENT FILED ON
Province of British Columbia
0CT 03 2003
FORM19
(Section 348) A o1 JOHN S, POWELL
REGISTRAR OF COMPANIES
Certificate of RRUYAFRIINEH SUYEEH
COMPANY ACT

ORDINARY@#:E%:ESOLUTION

‘ ‘The .following ordinary resolution was passed by the undermentioned company on the date stated:
Name of Company: Leading Brands, Inc.
Date resolution passed: August 26, 2003 -

Resolution:
“BEIT RESOLVED AS A ORDINARY R.ESQLUTION that:

The authorized capital of the Company be altered by increasing the ‘nizmb'er' of common shares

L
without par value from 100,000,000 to 500,000,000;

2. Paragraph 2 of the memorandum of the Company is altered to read:

“2. The authorized capital of the Company consists of 520,000,000 shares divided into:
() 500,000,000 common shares without par value;

()] 20,000,000 preferred shares without par value of which:

) 1,000,000 are designated as Series “A™ Preferred Shares;
() 100 are designated as Series“B” Preferred Shares;
(iii) 1,000,000 are designated as Series “C” Preferred Shares;
(iv) 4,000,000 are designated as Series “D™ Preferred Shares; and

™) 4,000,000 are designated as/Series “E” Preferred Shares.”
}@;4@{ ordinary resolution, is attached hereto as Exhibit

3. The memorandum as altered by the §

A"
e
CERTIFIED A TRUE COPY this_3 _ day of September, 2003.

B

Ralph D. McRae, Director
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EXHIBIT 99.1

I, Ralph McRae, certify that:

L.

2.

Date:

I have reviewed this annual report on Form 20-F of Leading Brands, Inc ;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report; :

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

The company’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) (as
defined in Exchange Act Rules 13a-15(f) and 13d-15(f} for the company and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the company, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period.in which this report is being prepared;

b. evaluated the effectiveness of the company’s disclosure controls and procedures as of the end
of the period covéred by this report based on such evaluation; and

c. disclosed in this report any change in the company’s intemal control over financial reporting
that occurred during the period covered by the annual report that has materially affected, or is
reasonably likely to materially affect, the company’s internal control over financial reporting.

The company’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the company’s auditors and the audit committee of
company’s board of directors:

a. all significant deficiencies and material weaknesses in the design or operation of internal
controls over financial reporting which are reasonably likely to adversely affect the company’s
ability to record, process, summarize and report financial information, and

b. any fraud, whether or not material, that .mvolveS'magement or other émployees who have a
significant role in the company’s internal control over financial reporting.

June 23, 2004

Ral?h D. McRae

Chairman and Chief Executive Officer



EXHIBIT 99.2
I, Donna Higgins, certify that:

L. I have reviewed this annual report on Form 20-F of Leading Brands, Inc.;:

2. Based on my knowledge, this annual report does not:contain any untrue statement of a material fact
or omit to state a matenal fact necessary to make the statements made, in light of the circumstances
under which such statements were made not xrusleadmg thh respect to the period covered by this
annual report; : : : : ;

3. Based on my knowledge, the ﬁnancial statements, and ‘other ﬁnanc1al mfonnatron included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of and for the penods presented in this. report

4. The company’s other certrfymg officer and Tare responsrble for estabhshmg and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) (as
defined in Exchange Act Rules 13a—15(ﬂ and 15d-15(H) for the company and have:

a. designed such drsciosure controls and procedures or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the company, including its consolidated subsidiaries; is made known to us by others within
those entities, particularly. during the period in which this report is being prepared,;

b. evaluated the effectiveness of the company_’-svdi‘selosurercontrols-and procedures as of the
end of the period covered by this report based on such evaluation; and

c. disclosed in this report any change in the company’s internal control over financial
reporting that occurred during the period covered by the annual report that has materially
affected, or is reasonably likely to matenally aﬁ‘ect, the company s internal control over
financial reporting. . : c

W

The company’s other certifying officer and I have disclosed, based ononr most recent evaluation of
internal control over financial reporting, to the company s auditors and the audit committee of
company’s board of directors: o ‘ : S .

a. all significant deficiencies and material weaknesses in the design or operation of internal
" controls over financial reporting which are reasonably likely to adversely.affect the company’s
' ability to record, process summarize and report financial information; and

b. any fraud, whether or not matenal that mvolves management or other employees who have a
significant role in the company’s internal control over financial reporting. =

Date:  June 23, 2004

o
Donna Higgins
Chief Financial Officer
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EXHIBIT 99.3
CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual R‘eporf 6f Leadmg .Brands;‘ Inc: (the “Company”) on Form 20-F for the
period ended February 29, 2004, as filed with the Securities and Exchange Commission on the date
hereof (the “Report™), the undersigned hereby certify that to the best of our knowledge:

1. The Report fully complies with the requirements of Section 13(a) of the Securities Exchange Act
of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: June 23, 2004

o
Name: Ralph D. McRae

Title: Chief Executive Officer

Date: June 23, 2004

Name: Donna Higgins

Title: Chief Financial Qfficer

44



Leading Brands, inc.
Consolidated Financial Statements
February 29, 2004 and February 28, 2003
{Expressed in US Doliars) -

Contents

Independent Auditors’ Report

Comments by Auditors for US Readers on Canada -
United States Reporting Differences

Consolidated Financial Statements
Balance Sheets
Statements of Income (Loss) and Deficit
Statements of Cash Flows
Summary of Significant Accounting Policies

Notes to the Financial Statements




D O BDO Dunwoody LLP 222 !;ark plda‘; t
urrard Stree
Chartered Accountants Vancouver, BC, Canada V6C 2X8

Telephone: (604) 688-5421
Telefax: (604) 688-5132
E-mail: vancouver@bdo.ca
www.bdo.ca

Independent Auditors’ Report

To The Shareholders of
Leading Brands, inc.

We have audited the Consolidated Balance Sheets of Leading Brands, Inc. as at February 29, 2004
and February 28, 2003 and the Consolidated Statements of Income (Loss) and Deficit and Cash Flows
for each of the years in the three year period ended February 29, 2004. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards and the
standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we pian and perform an audit to obtain reasonable assurance whether the consolidated
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, the consoiidated financial statements present fairly, in all material respects, the financial
position of the Company as at February 29, 2004 and February 28, 2003 and the results of its

operations and its cash flows for each of the years in the three year period ended February 29, 2004 in
accordance with Canadian generally accepted accounting principles.

N9 Mnﬁuf

Chartered Accountants

Vancouver, British Columbia
May 28, 2004

BDO Dunwoody LLP is a Limited Liability Partnership registered in Ontario

R




BDO Dunwoody LLP 600 Park Place
Chartered Accountants 666 Burrard Street
: Vancouver, BC, Canada V6C 2X8

I—_
Telephone: (604) 688-5421

Telefax: (604) 688-5132
E-mail: vancouver@bdo.ca
www.bdo.ca

Comments by Auditors for US Readers on Canada -
United States Reporting Differences

United States reporting standards for auditors require the addition of an explanatory paragraph when
the financial statements reflect a change in accounting policy, such as described in the Summary of
Significant Accounting Policies for stock-based compensation and goodwill and intangible assets.
Although we conducted our audits in accordance with both Canadian generally accepted auditing
standards and United States generally accepted audited standards, our report dated May 28, 2004 is
expressed in accordance with Canadian reporting standards which do not permit reference to such an
event in the auditors’ report when it is adequately disclosed in the financial statements.

X Aw--?u(

Vancouver, British Columbia
May 28, 2004

BDO Dunwoody LLP is a Limited Liability Partnership registered in Ontario



Leading Brands, Inc.

Consolidated Balance Sheets
(Expressed in US Dollars)

Feb. 29, 2004 Feb. 28, 2003

Assets

Current
Accounts receivable (Note 18 (b)) $ 3,622420 $ 2,558,729
Inventory (Note 2) 3,495,331 3,789,108
Prepaid expenses and deposits 206,719 753,850
Future income taxes — current (Note 15) 568,990 512,129
7,893,460 7,613,816
Property, plant and equipment (Note 3) 9,796,583 9,216,843
Trademarks and rights (Note 4) 81,575 85,130
Goodwill (Note 5) 2,510,701 2,259,800
Deferred costs (Note 6) 150681 815,655
Long-term investment and other-» = « o i s BT e N s SR 2 74,868 T 67,386
Future income taxes - long term (Note 15) 1,812,467 890,162
Total Assets Lol oI 22,320,336 § 20,948,792
Liabilities and Shareholders’ Equity
Liabilities
Current .
Bank indebtedness (Note 8) $ 3,179,800 §$ 2,914,542
Accounts payable and accrued liabilities ~_ -~ - - = . L oo 15,526,816 . 5,445,359
Current portion of long-term debt (Note 9) .. .- .- . .o~ oo o - .- 859,858 - - - 698,026
Longterm debt (Note 9) . . . e .- 3443512 . - 2251173
‘ i ~‘1‘3,009,986' Tt 44,308,100
Shareholders’ Equity \ o
Share Capital
Authorized (Note 11(a))
20,000,000 preferred shares without par value
500,000,000 common shares without par vaiue
Issued
15,040,169 common shares (2003 ~ 14,728,669) - el :
(Note 11 (b)) 25,795,379 : 25,484,530
Contributed surplus (Note 12) 154,371 30,568
Currency translation adjustment 884,650 (198,845)
Deficit {17,524,051) {15,676,561)
9,310,349 9,639,692
Total Liabilities and Shareholders’ Equity _ $ 22,320,335 $ 20,948,792
/AW
B ¢
\ < N Director
\\//"—T) E
¥ Director

The accompanying summary of significant accounting policies and notes are an integral part of these consolidated financial statements.




Leading Brands, Inc.

Censolidated Statements of Income (Loss) and Deficit
” (Expressed in US Dollars)

For the year ended Feb. 29, 2004 Feb. 28, 2003 Feb. 28, 2002
Sales $ 41,502,604 § 47,361,598 41,181,549
Expenses (income)
Cost of sales 31,584,076 38,009,995 32,073,301
Selling, general and administrative - 10,392,885 ' 8,977,802 6,075,710
Amortization of property, plant and equipment 896,406 755,469 821,503
Amortization of goodwill " .- - 183,830
Amortization of deferred costs and other 296,875 271,823 261,064
Interest on long-term debt 161,843 110,705 394,148
Interest on current debt 177,787 165,676 119,554
Interest accretion on redeemable preferred shares - 147,615 112,484
Gain on termination of South Beach Beverage
Co. LLC Agreement (Note 1) . - (199,033)
Write down of investment in Quick Home ‘
Delivery Operations {Note 7) . 6,523,880 -
Write down of deferred costs 632,579 - -
(Gain)Loss on sale of assets 9,083 (5,897) -
44,151,534 ' 54,947,068 39,842,561
Income (loss) before income taxes (2,648,930) (7,585,470) 1,338,988
Income taxes (Note 15) 801,440 1,335,344 -
Net income (loss) for the year (1,847.490) (6,250,126) 1,338,988
Dividends - (22,138) (4,414)
Deficit, beginning of year {15,676,561) {9,404,297) {10,738,871)
Deficit, end of year ' $ ‘17.524,051) $ 5,676!,.561) (9,404,297)
Eamings (loss) per share {(Note 11())
Basic and diluted , $ (0.12) § (0.46) 0.10

The accompanying summary of significant accounting policies and notes are an integral part of these consalidated financial statements.



I

For the year ended

Feb. 29,2004

Leading Brands, Inc.

Consolidated Statements of Cash Flows
(Expressed in US Dollars)

Feb. 28, 2003

Feb. 28, 2002

Cash provided by (used in)
Operating activities

Net income (loss) for the year $ (1,847,490) § (6,250,126) % 1,338,988
{tems not involving cash o
Amortization of property, piant and equnpment 896,406 ... - 755,489 821,503
Amortization of goodwili ; e, e i : - 183,830
Amortization of deferred costs and other 296,875 . 271,823 - 261,064
Gain on termination of South Beach Beverage R .
Co. LLC agreement - e (199,033)
Loss (Gain) on sale of assets 8,083 (5,897 -
Write-down of deferred costs : 632,579 ; - -
Write-down of investment in Quick Home TRl LS o
Delivery Operations Lo 6,523,880 - -
Interest accretion on redeemable preferred shares - . 147,615 - 112,484
Write-down and retumn of property, plant and R - 17,697 -
equipment (Note 3) :
Stock based compensation for non-employees 105,616 - -
Issue of shares for employee compensatuon
(Note 11) - 71,657 -
" Changes in non-cash operatlng workmg wpltal
items (Note 16). - (141,326) 400,196 (1,348,958)
Future income taxes (805,383) - {1,335,344) -
(853,640) 596,970 1,169,878
Investing activities o
Purchase of property, plant and eqmpment . (541,776) o (944,931) . - (693,327)
Advances for Quick Home Delivery Operations - (693,953) {1,158,609)
Proceeds on termination of South Beach .
Beverage Co. Ltd. agreement (Note 1) - - 4,493,211 .
Proceeds on saie of property. plant and equupment
(Note B) ‘ ‘ 63,730 25,677 1,595,891
Proceeds on sale of bar truck business - .+ - L e - 95,963
Expenditures on deferred costs e (209,870) (781,094) (108,817)
Other investments and advances - - (63,975)
(687,916) . (2,394,301) . . 4,160,337
Financing activities
Increase (decrease) in bank indebtedness (57,057) 1,638,349 (2,951,198)
Issuance of common share capital (Notes A and 11) 310,849 406,884 -
Purchasg of treasury stock - - (113,5%4)
Proceeds from issuance of long-term debt 1,728,180 638,814 -
Repayment of long-term debt (724,006) (649,156) (2,371,785)
1,257,966 2,034,891 (5,436,577)
Increase (dacrease) in cash (283,590) 237,560 (106,362}
Effect of exchange rate changes on cash 283,590 (237,560) 106,362
" Cash, ﬁmnmg and end of zear $ - 8 - 8 -
Supplementary disclosure of cash flow
Information
Cash paid during the year
Income tax payments, net S 3943 S - 8 -
Interest E‘d $ 334842 $ 266,380 & 444,012

The accompanying summary of significant accounﬁng ‘policies and notes are an integral part of these consolidated financiai statements.




Leading Brands, inc.

Consohdated Statements of Cash Flows - Continued
(Expressed in US Dollars)

Notes:

A.

During the year ended February 28, 2003, the Cempany issued net common shares with a value
of $1,918,002 of which $406,884 were issued for cash, $1,553,055 were issued for conversion of
preferred shares, $71,657 were issued for employee compensatuon and $113,594 were cancelled
shares from treasury stock.

During the year ended February 28 2002, tt*e Company sold assets for cash proceeds of
$1,595,891. (Note 3). .



Leading Brands, Inc.

Summary of Significant Accounting Policies
(Expressed in US Dollars)

February 29, 2004 and February 28,2003 . .. .. .. .

These consolidated ﬁnancial statements have been prepared in accordance with Canadian generally

certain respects from generaily accepted  accounting- pnnmples in'the United States (“US GAAP") a
explained in Note 20. Details of sngmﬂcant accoun’ung pohcnes are as foiiows

Nature of Business

Basis of Presentation

Inventory

Property, plant and equipment

Leadmg Brands, Inc. and its subsidiaries are engaged in the
bottling, distribution, sales, merchandising and brand
management of beverages and food products across North
America. The Company primarily operates in the following
integrated activities: beverage packaging, food and
beverage sales and distribution, as well as brand licensing
and development,

These consolidated financial statements include the
accounts of the Company and its wholly owned Canadian
and United States subsidiaries, together with a 91% interest

(2003 - 94%) in KERT Technologies, Inc. and a 97% (2003

— 97%) interest in Quick, Inc. All intercompany transactions
and balances have been eliminated.

Raw materials and finished goods purchased for resale are
valued at the lower of cost determined on a first-in, first-out
basis and net realizable value. Finished goods, produced
from manufacturing operations, are valued at the lower of
standard cost which approximates average cost and net
realizable value.

Property, plant and equipment are recorded at cost and are
amortized using the declining-balance method at annual

rates as follows:

Plant and equipment - 7% to 20%
Buildings -5%
Automotive equipment - 20%
Land improvements -8%
Furniture and fixtures and computer

hardware and software -20%

Leasehold improvements are amortized over the lesser of
their expected life or the lease term.

Management periodically performs a review of undiscounted

- future operating cash flows to assess the valuation of the

property, plant and equipment. Property, plant and
equipment are written down when a permanent and
significant impairment in their value has occurred.

During the year ended February 28, 2002, management
determined that certain operating equipment had a longer
life than originally estimated and as a result, reduced the
annual amortization rate on this equipment from 10% to 7%.
This change has reduced the amortization recorded in the
year ended February 28, 2002 by $178,555.




Leading Brands, Inc.

Summary of Significant Accounting Policies
(Expressed in US Dollars)

February 29, 2004 and February 28, 2003

Software Development for
Internal Use

Deferred Charges

Long-term nvestments

Revenue Recognition

Shipping and Handling Fees and
Costs

Foreign Currency Transiation and
Transactions :

- Software ' deveiopment costs including costs related to

acquired software which are expected to provide future

- benefits with reasonable certainty are deferred and

amortized as described above.

- Start-up costs are amortized over a five year period, from the

time when cormimercial operations of the applicable business
units commence.  Certain new product promotion and launch
Costs are deferred and amortized over 36 months
comimencing with the date of launch of the related product.

Management periodically performs a review of the related
undiscounied future operating cash flows to assess the
valuation of deferred costs. Deferred costs are written down
when a permanernt and significant impairment in their value
has occurred. in fiscal 2004, a write down of $632,579 was

- taken on deferred costs.

- Long-term investments are recorded at cost less amounts
“written off to reflect a permanent impairment in value.

Revenue on sales of products is recognized when the
products are delivered and title transfers to customers.
Revenues from the provision of manufacturing, packaging or
other services are recognized when the services are
performed and collection of related receivables is reasonably

-assured.

The Company recerds shipping and handling revenue as a
component of sales revenue and shipping and handling
costs as a component of cost of sales.

The functionial currency of the Company is Canadian dollars.

- These financial statements are reported in US dollars for the

convenience of ‘US readers. Transactions denominated in

- US dollars have been translated into Canadian dollars at the

approximate rate of exchange prevailing at the time of the

* transaction. Monetary assets and liabilities have been

transiated into Canadian dollars at the year end exchange
rate. All exchange gains and losses are included directly in
eainings. Exchange gains and losses included in eamings

" that related to lfong-term debt are considered to be an
 integral part of financing costs and accordingly, are inciuded

© o inTinterest expense. -

- Assets and liabilities of the Company’s operations having a
~functional cuirency other than the US dollar are translated
"into US dollars using the exchange rate in effect at the year-

end date and revenues and expenses are translated at the
average rate during the year. Exchange gains or losses on
transiation” of the Company's net equity investment in these

-operations are deferred as a separate component of
- shareholders’ equity.



Leading Brands, Inc.

Summary of Significant Accounting Policies
(Expressed in US Dollars)

February 29, 2004 and February 28, 2003

Use of Estimates

Stock-Based Compensation "'jf,l,] ,.
» Handbook. Section. 3870, “Stock-Based Compensation and

The .preparation-.of financial statements:in. .conformity with
Canadian GAAP requires management to make estimates
..and assumptions.that affect the reported amounts of assets
and.. liabilities -and. disclosure of contingent assets and
liabilities at the date of the financial statements and the

- reported amounts .of revenues and expenses -during the

reporting'periods +Actual results may materially differ from
.those . estimates. ‘The financial statement accounts which
requrred management to make significant estimates and

assumptrons in-determining carrying value included property,
~ plant and equrpment goodwill and future income taxes.

The Company has _adopted the recommendations of CICA

Other~Stock-Based Payments”. It is applied on a
prospectxve basis: and applies to all awards granted on or
. after March 1, 2002. Section 3870 establishes standards for
“the recognition, measurement and disclosure of stock-based

... compensation. and other stock-based payments made in
_‘",', ‘exchange for goods and services.

- Consultants ... ... -

The standard requires that all stock-based awards made to
consultants be .measured and recognized in these

consolidated financial statements using a fair value based

" method such as the Black-Scholes option-pricing model.

.. Employees .

" The standard encourages the use of a fair value based

method for all awards granted to employees, but only
.requires the .use of a fair value based method for direct
. awards of. stock stock appreciation rights and awards that
. call-for settlement in_cash or other assets. Awards that a
company has the ability to settle in stock are recorded as
equrty whereas awards that the entity is required to or has a
- practice of settiing in. cash are recorded as liabilities. The
pompany uses the mtnnsuc value method of accounting for
stock optlons granted to directors (for services rendered as a
dlrector) and employees, as allowed under the new section.
Under this ‘method,; compensation cost is not recognized in

_,the ﬁnancral statements for stock options granted to directors
and employees -when the exercise price of options granted

equals or exceeds the market value of the underlying
, common shares....The. Company also regularly remeasures

the compensatlonx expenses for any options that are

modrﬁed The. proceeds received on exercise of stock

.. options_ are. credlted to share capital. The section does,
" however,. requrre the disclosure on a pro-forma basis of the

- - lmpact on operations, of using the fair-value based method
. Jor stock, options granted to directors and employees on or

“after January 1, 2002 (Note 12).




Leading Brands, Inc.

Summary of Significant Accounting Policies
(Expressed in US Dollars)

February 29, 2004 and February 28, 2003

Stock-Based Compensation -
Continued

Goodwill and Other intanigible

Assets .

Income Taxes

Comparative Figures

Compensation costs are charged to the Consolidated
Statements of Income (Loss) and Deficit or capitalized to
deferred costs, depending on the nature of the award.

Effective January 1, 2002, the Company adopted the
recommendations of the Canadian Institute of Chartered
Accountants  (“CICA") Handbook Section 3062, “Goodwill
and Other Intangible Assets”. The section requires that
goodwill and intangible assets, which are determined to have
indefinite lives, are no longer amortized but are tested for
impairment annually by comparison to their fair values.

Trademarks and rights including the acquisition of domain
names which are expected to provide future benefits are
recorded at cost and amortized over their expected useful
life.

Future income tax assets and liabilities are computed based
on differences between the carrying amount of assets and

. liabilities on the balance sheet and their corresponding tax

values using the enacted income tax rates at each balance
sheet date. Future income tax assets also result from
unused loss carry-forwards and other deductions.. The
valuation of future income tax assets is reviewed annually
and adjusted, if necessary, by use of a valuation allowance

‘to reflect the estimated realizable amount. Although the

Company has tax loss carry-forwards and other future
income tax asseis (Note 15), there is uncertainty as to
utilization of the full amount of these future income tax
assets. Accordingly, the future income tax asset amounts
have been partially offset by an uncertainty provision.

- Certain of the comparative figures have been. redaésiﬁed to
conform with the current year's presentation. -



Leading Brands, Inc.
Notes to the Consolidated Financial Statements
(Expressed in US Dollars)

February 29, 2004 and February 28,2003
1. Acquisitions and Dispositievﬂs‘.i: o

Termination of South Beach Beverage Co LLC (* SoBe ) License Agreement

On April 2, 2001, the Company sold certam assets and inventory related to its former license
-—-----arrangement with- SoBe, resuiting-in-a gain. of $199 033 after recording severance and other costs
in connection with the dnsposmons

2. Inventory

I 2004 2003
Finished goods R $ 1,308,375 $ 1,897,927
Raw materials 2,186,956 1,891,181
$ 3,495,331 § 3,789,108
]
3. Property, plant and equipment
s 2004 2003
_-Accumulated Net Book Net Book
_ Cost Amortization Value Value
Plant and equipment S8 12220217 8 5,037,742 $ 7191475 § 6,533,070
Buildings - ’ - 1,434,809 580,103 859,706 . 814,519
Automotive equipment ’ ! 644,727 458,285 186,442 219,472
Land P - 324,633 ‘ g - 324,633 292,192
Land improvements 332,495 180,524 151,971 148,679
Leasehold improvements . .. 104,387 - .64,410 39,977 40,934
Fumiture and fixures i 516 139 ) . 357,259 158,880 175,841
Computer hardwareand =~ ool
software 1,875,991 992,492 883,499 992,136
$ 17,467,398 $ . 7,670,815 $ 9,796,583 $ 9,216,843
o |}

During 2002, the Company repurchased certain of the assets sold in the prior year for $429,072.
The gain previously deferred. in accounts payable was eliminated on re-purchase. During fiscal
2003, some of the remaining assets were returned in the amount of $553,403 in exchange for a
note in the amount of $200,367 and an advance repayment in the amount of $370,733. The
difference on the value of the assets of $17,697 was charged to expense.




Leading Brands, Inc.
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February 29, 2004 and February 28, 2003

4. Trademarks and Rights
_ , 2004 2003
Trademarks and rights $ 238,471 $ 214,640
Less accumulated amortization (156,896) (129,510)
$ 81,575 § 85,130
in connection with the decision to discontinue its support of the NTI investment, the Company
wrote down $233,713 in trademarks and rights during 2003. There were no additions to
trademarks and rights during the vear ended February 28, 2004. The change in the trademarks
and rights amount before accumulated amortization is due to translation adjustments.
Pursuant to an amended purchase agreement dated November 22, 1999, a subsidiary of the
Company, Quick, inc., acquired the domain name Quick.com and related trademarks from a third
party in exchange for cash of $100,000, a promissory note in the amount of $200,000 more
specifically described in Note 9(¢c) and the issue of 120,000 common shares of the Company with
a value of $122,086.
5. Goodwill
v ' 2004 2003
Goodwill - S $ 3,291,158 § 2,962,264
Less accumulated amortization » (780,457) - (702,464)
$ 2,510,701  § 2,259,800

As a resuit of applying the recommendations of CICA Handbook Section 3062, “Goodwill and
Other Intangible Assets”, no amortization of goodwill was recorded in 2003 or 2004 and
management determined that as at March 1, 2002, in connection with the transitional impairment

~ test that no impairment iosses had occurred. The change in the goodwill balance from prior year

is due to franslation adjustments.

A summary of the lmpact of the change in amertrz,at:en pclncy on the ccmparatlve anfo-'matlen is
as follows: .

_ 2604 2003 2002
Reported income (loss) - $ (1,847,490) $ (6,250,126) $ 1,238,288
Addback: Goodwill amortization - ' - 183‘,830
Adjusted income {loss) "~ U ET 7 {4,847,480) | (6,250.126) 1522818

Provision for dividends on preferred o ‘ S
shares - (22,138) (4.414)

+ Net income {loss) availabie to o T

common shareholders  ~ © $ _ (1,847,490) § (6,272,264) § _ 1518404

Adjusted eamings (loss) per share
‘Basic and diluted $ 0.12) $ 0.46) $ 0.11



Leading Brands, Inc.
Notes to the Consolidated Financial Statements
(Expressed in US Dollars)

February 29, 2004 and February 28, 2003

6. Deferred Costs - e
2004 2003

Product development costs $ 665,013 . § . 853,271
Start up costs s 421,291 - 669,813
o 1,086,304 1,523,084

Less: accumulated amortization (300,066) (707,429)
Less: write-down SR e e DL ?‘a_,v_i?‘r'i(635,557) Lo -
STt e 450,681 $ 815655

During 2004, the Company changed its product promotion and distribution focus and determined
that the recoverability of certain deferred, product development; costs and start up costs was
uncertain. Consequently, .these, costs ‘were written. down -in- the amount of $632,579. The
difference of $2,978 was a result of forelgn currency translatnon

7. Long-term Investments and Advances
During 2003, the Company advanced $693,953 (2002 - $1,158,609) to support its investment in
Quick Home Delivery Operations. At the end of fiscal year 2003, the Company decided to
discontinue its support of the investment and recorded a $6,523,880 write-down of this
investment. There were no additions to long-term investments and advances during the year
ended February 29, 2004. The change in the balance as at February 29, 2004, from prior year is
due to translation-adjustments-only.

8. BankIndebtedness _
‘ - 2004v - 2003

Bank indebtedness S TS 3479800 S 2914542

The Company has a demand revolving operating bank loan with a credit limit of $3,369,020
(2003 - $4,380,054).": Interest is charged on the drawn-down amounts at the bank prime | rate plus
0.75% - 1.25% (2003 0.75%). The bank prime rate at February 29, 2004 was 4.25% (2003 —
4.50%). The operating loan is collateralized by a charge on all assets of the Company and an
- assignment--of -all- nsk -insurance on Iand buildlngs equipment and lnventory owned by the
.~Company. Lo s ; . .

"":."z‘ff AN

"L'Bank mdebtedness inciudes a demand. . revolvnng operating loan of . $2 598,042 (2003 -
©-$2:250,934) and un-presented chequés of $588,863 (2003 $748 933) and |s net of cash of
$7105 (2003 - $85, 325) i .

»

.The agreement wrth respect ‘to the bank mdebtedness contains certain restrictive covenants. The
Company was not in compliance with all of these covenants as of February 29,.2004. The
_ Company did, however, subsequently. remedy. the covenant vrolatnons
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9.

Long-term Debt

2004 2003
a) Bank loan, principal of $63,805 plus interest repayabie
per monih, coliateralized as described in Note 8, with ‘
interest at a rate of bank prirmne plus 1%. $ 3,483,759 $ 2,401,269

b) Mortgage, principal and interest repayatle at $4,839
per month including interest at a fixed rate of 6.8% per
annum, collateralized by 2 first morigage on certain iand
and buildings and due May 1, 20C4. Replaced witha - 443,788 429,611
mortgage, principal and interest repayatle at $4,304 per .
per month including interest at a fixed rate of 4.53% per
annum, due May 1, 2005. )

¢) Quick, Inc. promissory note of $200,00C {Note 4), repayable in 81,575 73,423
semi-annual instaiments of $20,000 plus interest at 8% per .
annum, on May 31 and Novemiber 30, commencing May 31,
2000, due November 29, 2004. This note-is unsecured.

d) Otner R o 294,248 44,89
4,303,370 2,949,199

Less current portion 859,858 698,026

’ $ 3,443,512 $ 2,251,173

Principal due over the remaining term of the long-term debt is as follows:

2005 $§ 859,858
2006 ‘ 834,023
2007 1,062,330
2008 - - 807,949
2009 and thereafter .. ____T749.21C

- $ 4,303,370

‘The agreement with respect to the bank loan (Note (a)) contains a demand feature whereby the
“bank can demand repayment at any time. The bank has ‘indicated that it does not expect

repayment of the loan other than as scheduled, accordingly, the principal payments are classified

- in accordance with the barik loan repayment schedule.
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10. Redeemable Preferred Shares

During 2001, the Company entered into an obligation to issue 2,000,000 Class E redeemable,
convertible preferred shares (“Class E shares”) at CDN$1. 06 per share to a company with a
director in common with the Company. The Class E shares could have been redeemed at the
shareholder’s option for cash at any time after January 1, 2004, Accordmgly, under Canadian
GAAP, the obligation to redeem the Class E shares for cash was recorded as.a liability, with the
remaining amount reflected as equity. The Ilablhty ‘portion .of the Class E shares was initially
recorded at its fair value of $1,003,739, calculated: as the present value at January 1, 2001 of
the redemption value of the outstanding Class E shares-of $1,310, 034, plus the present value of
the annual dividends for the period of entitlement from January 1; 2002 to December 31, 2003
using a discount rate of 9%. The equity component was determmed using an option pricing
model and caiculated as $306,295 at February 28, 2001.- ‘The shares were issued on March 6,
2001. Interest expense on the liability portion was t6. be recognized over the three-year period
from the date the Company entered into an obligation to.issue the shares to the first redemption
date of December 31, 2003 at a rate of 9% per annum. For the year ended February 29, 2004,
_ the Company recorded interest expense of $Nil (2003 - $147,615; 2002 - $112,484). The
e preferred shares were converted to 788,626 common shares on December 31, 2002 at the rate
o 0f $1.75 per-share (see Note-11(b)). : )

11. Share Capital

a) Authorized share capital
Number of Shares

. 2004 - 2003
Common shares without par vaiue 500,000,000 . 100,000,000
Preferred shares without par vaiue 9, 999 900 ' 9,999,900
Series “A” preferred shares 1,000,000 1,000,000
Series “B” preferred shaies 100 100
Series “C” preferred shares 1,000,000 - 1,000,000
‘Series “D” preferred shares -~ . . : 4,000,000 - - - 4,000,000
_ Series “E” preferred shares - « 4,000000 = 4,000,000
‘ 20 ooo 000 - .. 20,000,000

—

On August 26, 2003, the shareholders apprdved the increase of the Company’s authorized
common shares from 100,000,000 shares to 500,000,000 shares without par value.
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1.

Share Capital — Continued

The rights and restrictions attached to the shares are as follows:

i)

i)

The Series A and B preferred shares bear annual preferential non-cumulative
dividends at a rate of 5% per annum and are redeemable at the Company’s option or
retractable at the holder’'s option with 21 days notice.

The Series C preferred shares bear annual preferential dividends at a rate of 8% per
annum, calculated monthly. The shares are convertible to common shares based
upon the conversion value of the amount paid for the shares, together with any
unaccrued unpaid dividends, for a period of five years, at the following conversion
prices per common share: $1.25 for the first year from the date of issue, $1.45 for the
second year from the date of issue, $1.70 for the third year from the date of issue,
$2.00 for the fourth year from the date of issue and $2.35 for the fifth year following
the date of issue. All of the issued Series C preferred shares were converted to
common shares during 2001 together with dividends in the amount of $78,642.

The Series D preferred shares bear annual preferential cumulative dividends at a rate
of 8% per annum calculated monthly. The shares are convertibie to common shares
based upon the conversion value of the amount paid for the shares, together with any
accrued unpaid dividends, for a period of five years, at the following conversion prices
per common share: $1.25 for the first year from the date of issue, $1.45 for the
second year from the date of issue, $1.70 for the third year from the date of issue,
$2.00 for the fourth year from the date of issue and $2.35 for the fifth year following
the date of issue. All of the issued Series D preferred shares were converted to
commeon shares during 2001, together with cumulative dividends in the amount of
$209,921. .

There are no Series A, B, C or D preferred shares outstanding as at February 29,
2004 and February 28, 2003.

The Series E preferred shares bear annual preferential cumulative dividends at a rate
of 9% per annum commencing on the first anniversary from the date of issue. The
shares are convertibie to common shares based upon the conversion value of the
amount paid for the shares, together with any accrued unpaid dividends, for a period
of three years, at the foliowing conversion prices per common share: $1.50 for the
first vear from the date of issue, $1.75 for the second year from the date of issue and
$2.00 for the third year following the date of issue. The Series E preferred shares
were converted to 788,626 common shares on December 31, 2002 (Note 10).
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11. Share Capital - Continued

b) Changes in Issued Common Share Capital: . .- -+ w..
Number of

. Common
B BRI PR T T R .., ~Shares Amount
lssued as at March 1, 2001 and 2002~ =~ ‘*"“"""1’3‘,661,786 $ 23,566,528

Issued for cash in connection W|th the exercise s e
of stock options -~ . - i se T e o

406,884

Issued in connection’ Wlth the payment of S
compensation to employees o L 42,51 71,657

Issued in connection wuth the conversmn of
Series E preferred shares and accrued -

Dividends (Note 10) .. -~ -~ o . . .- 788,626 1,553,055
Cancelled in connectlon with the shére" . o
repurchase program - o _ (108 400) (113,594)
Issued as at February 28 2003 T T S W EAR T INC R .14 728 669 25,484,530
Issued for cash in connectlon with the exercnse L n .
of stock opt;ons ‘ ) L "[26"1‘,500 260,849
Issued for cash in connectlon wuth the exercnse N
of warrants o i oL 4 50,000 50,000
Issued as at February 29, 2004 L _ 15040169 $ 25795379
¢} Changes in Issued Preferred Share Capital -
; - ! Series E
* Number of -
Shares Amount
“ Issued as at March 1, 2001 e e 2000000 s 306,295
' DMdends o b ' ' 4,414
", February 28, 2002 \ [ 2000000 310,709
- i Dividends . TR e T 22,138
,’Convenedtooommonshares (Note 10) T R ~{2,000,000) - ) (332,847)

+.February 28,2003 and February 29, 2004 7" . 'l e W vt UL g -

R AN MU A LS

d) Stock Options

The Company occasionally grants stock options to its employees, officers, directors and
consultants to purchase common shares of the Company. The options granted are
generally exercisable at a price which is equal to or greater than the fair market value of
the common shares at the date the options are granted.
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11. Share Capital - Continued
e) Stock Option Information

Weighted

Issued and Average

Outstanding Exercise

Options Price

Outstanding at February 28, 2001 3,149,000 $1.55

Granted 95,000 0.96

Cancelled (244,000) 1.49

Outstanding at February 28, 2002 3,000,000 1.03

Granted 1,066,000 1.75

Exercised (344,506) 1.18

Cancelled ~ (237,500) 1.71

Outstanding ai February 28, 2003 3,483,994 1.19
Granted o 539,859 1.41*

Exercised . . : (261,500) 1.00

Cancelled o - (760,167) 1.46

Outstanding at February 29, 2004 o 3,002,186 ' $1.15

* The weighted average date-of-grant fair value of the options granted during 2004 is
$716,425 based on the Black-Scholes option pricing model using weighted average
assumptions as described in Note 12.

During the year ended Febvruary 29, 2004, the Company extended the term of 100,000
options for a period of ﬁve years.

During the year ended February 28, 2002 the Company also cancelled 2,465,000 options
with a weighted average exercise price of $1.62 and issued new options with an exercise
price of $1.00.

f)  Options Outstanding and Exercisable

The foliowing table summarizes the opfsons ou!standmg and exercisable at February 29,

2004,
Weighted Average R S

Number of Remaining Number of
Options Contractual . Exercise .. . . . Shares : Exercise
Quistanding' . LifeYears) ~ - Price’ - ' Exercisabie Price
2,134,827 - ,-250:4-." ] .00, .. . . 2,031,108 ] 1.00
326867 7 - M S f24 0§ T 4300 T 133335 $ 1.70
50303192 - - T . 8T o - T U147 00 276,692 B 1.47
100,000 oo 450 7 - $ - 129 - . B $ 1.28
67,500 0.75 $ 0.91 56,250 $ 0.91
30,000 0.90 $ 2.00 24,500 $ 2.00
20,000 220 $ 0.83 11,333 '8 0.83
10,000 4.00 $ 220 2,000 $ 2.20
10,000 ) 3.40 $ 2.38 3,000 $ 2,38

3,002,186 2,538,218
EESTESE——
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11.

Share Capital - Continued

g)

h)

i)

Share Purchase Warrants Information

Weighted

Average

Number of Exercise

} _Warrants. Price

Outstanding at February 28, 2001 925,000 §$ 1.55
Granted 400,000 ' 1.13
Expired - (450,000) 1.93
Outstanding at February 28, 2002 and 2003 875,000 1.21
Exercised (50,000} 1.00
Outstanding at February 29, 2004 825,000 § 1:23

During the year ended February 28, 2002, the Company granted 400,000 share purchase
warrants to an officer of a wholiy-owned subsidiary in exchange for consuiting services
rendered. Of which, 200,000 warrants have an exercise price of $1.00 and 200,000 of the
warrants have an exercise price of $1.25. All of the warrants expire on August 21, 2006.
During the year endsd February 28, 2004, 50,000 warrants were exercised at a price of
$1.00 per share.

Shareholder Protection Rights Plan '
On August 26, 2003, a new Shareholder Protection Rights Plan was adopted whereby one
share purchase right is attached to each outstanding common share, exercisable only in

the case of a specific event, such as the acquisition by an acquirer of 20% or more of the
issued common shares of the Company, and at a predetermlned calculated price

Share Buyback

During 2001, the Company decided to repurchase up to 10% of its issued and outstanding
shares at prices from time to time determined to be appropriate by management.

During 2002, the Company-repurchased 108,400 of its issued -and outstanding shares.
These shares were cancelled during 2003. _

Earnings (Loss) Per Common Share

The Company uses the “Treasury Stock Method" to calculate eamings. per common share.

‘Under this-method-basic eamings per sharé is based on' the weighted average aggregate

number of common and non-voting shares outstandlng during eachperiod. The diluted
earnings per, ‘share assumes that the redeemable ‘preferred shares had:been converted
and the outstanding stock optlons and share purchase warrants had been exercised at the
beglnnmg of the period.
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11. Share Capital — Continued
Details of the numerator and denommator used in tne calculatlon of earnings (loss) per share are
as follows: :
2004 2003 2002
Numerator ' i
Net income (loss) for the year $ (1,847,4980) $ (6,250,1286) $ 1,338,988
Provision for dividends on preferred shares - {22,138) (4.414)
Net income (loss) available to coramen sharehiolders. $ . . (1,847,480 $ g 56,272.2642 $ 1,334,574
Denominator o Lo : o o .
Weighted average shares outstanding 14,949,575 13,754,598 13,593,310
Effect of dilutive securities — stock options - - 1,592
Denominator for diluted EPS 14,949,575 13,754,598 13,594,902
Common equivalent shares (consisting of mostly shares issuable on exercise of stock options
and warrants) totaling 3,827,186 (2003 - 4,358,994, 2002 - 4,741,125) were not included in the
computation of diluted earnings per share because the effect was anti-dilutive. This number
includes 463,968 options that were not yet vested at February 29, 2004.
12. Stock-Based Compensation

a) The Company accounts for all stock-based compensation issued on or after March 1, 2002 to

non-employees using the fair value based method. The Company uses the infrinsic value method
to account for stock options granted to directors (for services rendered as a director) and
employees. Compensation costs are generally recognized when the exercise price of the option
is less than the market value of the undeflying common stock on the date of grant. Accordingly,
no compensation expense reiated to stock-based awards granted to employees was recorded in
2003 and 2002. On July 8, 2003, the Company granted 229,859 stock options to employees with
a weighted average exercise price of $1.50 and a weighted average term of 4.52 years.
Concurrently, the Company aiso granted 100,000 stock options to a consultant with an exercise
price of $1.47 and a term of five years. On August 26, 2003, the Company granted 160,000 stock
options to employees and 50,000 stock options to a consultant. All of these options have an
exercise price of $1.29 and a term of five years. Compensation expense to non-employees is
determined using the Black-Scholes option pricing model. Weighted average assumpticns used in
calculating compensation expensz in respect of options granted to consultants were as follows:

2004 2003

o 2.46%to 3.00% to

Risk-freerate - - 3.27% 4.38%

Dividend yield . ~. . . Nil% Nil%
Volatility facter of the expected market price. A

of the Comipany's corntriarn shares 138% 138%

Weighted average expected life of the options (months) 60 60
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12. Stock-Based Compensation - Continued

For the year ended February 29, 2004, the compensation. cost for stock options granted to
non-employees totaled $123,803 (February 28, 2003 - $30,568) which was credited to
contributed surplus. Of which, $18,187 (February 28, 2003 - $30,568) was included in
deferred costs for product’ development and $105,616 (February 28, 2003.- $Nil) was
expensed during the year. -

b) The pro-forma dusclosures of the effect of applying the fair value based method of Stock
Based Compensatuon to employees rather than the adopted intrinsic method are as

follows:
Year Ended Year Ended
February 29 February 28
2004 2003
Netloss —asreported -~~~ o 0 $(1847490)  §(6,250,126)
Employees stock-based compensation -~ . (592,622) (243,728)
Net loss ~ pro-forma ‘ (2,440,112) (6,493,854)
Dividends - (22,138) .
Net loss available to common shareholders --${2,440,112) . $ (6,515,992)
Basic and diluted loss per share —as reported . .. $(O 12) , $(0. 462

Basic and diluted loss per share — pro-forma - = . -

The fair value of each option granted is.estimated on the date of grant using the Black-
Scholes option-pricing model with. the same assumptions;as those used in calculating
compensatlon cost in respect to optlons granted to constultants. L

13. Commltments

a) The Company is commltted to annual operatmg leases for premises and equnpment The
‘minimum annual payments for the next four years and thereafter are as follows::

2005 $ 795,873

2006 686,884

2007 347,811
2008 167,928
Total future minimum lease payments -~ - § & 1,688,496 - -

b) The Company has commitments with various suppliers to purchase certain volumes of
materials. It is not anticipated that losses will be incurred on these contracts.
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13.

Commitments - Continued

c)

During the year ended February 29, 2004, the Company transferred 3% of its interest in
KERT Technologies, Inc. (‘KERT") to an independent party. At year end, the Company
was committed to transfer a further 0.5% interest in KERT to this party, all of which was
transferred on March 1, 2004,

14,

Contingencies '

a)

b)

d)

Certain former employees of the Company have commenced actions against the Company
seeking damages for wrongful dismissal, breach of contract, negligent misrepresentations
and other claims. The Company believes it has substantial defences to the claims, has
initiated counter claims and is vigorously defending the actions. The amount and likelihood
of loss, if any, is not presently determinable. : o

A supplier to the Company has commenced an action against the Company claiming a
debt in the amount of $279,535. The Company has denied this claim and has counter
sued for breach of contract and negligence. The amount and likelihocd of loss, if any, is
not presently determinable.

A former supplier. of the Company commenced a lawsuit against the Company for unpaid
amounts totaling approximately- $686,615 in respect of beverage product allegedly
purchased by the Company. The Company commenced a counter claim against the
former supplier totaling approximately $5,201,833 for losses incurred as a result of the
former suppliers alleged breach of contract. The legal proceedings between the two
parties are at an early stage, discoveries have not yet been held and the amounts and
merits of the supplier's claim and the Company's counter claim are not presently
determinable. The amount of the ultimate loss, if any, will be recorded in the period it .
becomes determinable.

In October 2003, the Company commenced an action against the former President of
LBAI, the Company’s US subsidiary, a supplier, three of its licensors and their principal,
seeking damages for improper and frauduient conduct by those persons and their
associates and. to prevent the improper termination of three license agreements. lIssues
surrounding the three license agreements then became the subject of a lawsuit and
arbitration proceeding pending in Massachusetts against the Company initiated by certain
of the licensors.. The Company continues to pursue the Connecticut lawsuit against the
former President of LBAI. A related action was then commenced by the supplier against
the Company in Virginia and yet another action was commenced by one of the licensors
against the Company and its Chairman and CEO in Massachusetts. Although the lawsuit
and arbitration demand issued in Massachusetts seek several million doilars in damages
against the. Company, management is of the opinion that these claims against the
Company are frivoicus: - Whiie the cuicome of inese claims is not presently determinable,
at this time, the Company does not expected them to have a material adverse effect on the

) ﬁnancsal posmon or reoults of operations of the Company.

, The.Company is also a party to various other legal c!aims which have arisen in the normal

course of business, none of which are expecied to have a material adverse effect on the
financial position or results of operations of the Company.
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156. Income Taxes Co
2004 2003 2002

Current 8 0 140,201 8 - 8 709,843
Future . . (805,383).  (1,335344) . -
Utilization of loss carry forwards - (136,288) . ... - - (709,843)

$  (801,440) '$° (1335344) § :

The difference in income tax expense (recovery) due to differences between the Canadian
statutory federal income tax rate and the Company’s effective income tax rate applied to income

(loss) before income taxes was as foIIows for the years ended February 29, 2004 and February

28, 2003 and 2002:

" gopa

. 2003 2002

Income tax expense (recovery) computed T :
at basic Canadian statutory rates {35.6)% (37.6)% 39.6%
Effect of non-deductible amounts 31.4% '23.4% 1.8%
Effect of non-taxable portion of capital gain S AT -% (2.8)%

Effect of taxable portion of Quick assets' - - o g

transactions %o o =% -%
Recognized tax benefits {5.1)% (0.1)% {26.0)%
Changes in valuation allowance (20.9)% {(3.3)% (12.6)%
. '(30.‘2)% SRR (1‘7.6)% -%

The effects of each type of temporary dlfference that grves nse to the future income tax assets

and liabilities are as follows:.

2004"'

2003 2002
Operating losses carried forward $ 2,045,383 $ ©4,330,804 $ 165,544
Property, plant and equipment. -, -331,800 .. 282,332 1,364,488
Long-term.investment . 1,360,000 . 1,913,283 613,103
Trademark and deferred costs < ) _ - 18,601
. Total future tax assets. :3,737,283. . 3,526,419 . 2,161,737
--Less liabilities: - - Ry e L .
. Trademarks.and deferred costs;, : S - (215,042) -
Total '+ - - S . 3,737,283 . . 3,310,477 - 2,161,737
rValuation allowance @ i -~ (1,356,826).- f(1,9_08‘,186) ~ . (2,181,737)

_,:fNet future mcome tax ass ots

- Less:.current portron

The Company has provided a valuation a’Howance’ a‘gainst a vportion of the future income tax
assets. As at February 29, 2004, the Company and its subsidiaries have accumulated net
operating losses in the amount of approximately $5.7-million which.can be applied against future

- eamings. The net operating Ioss-'can'yfanard amounts commence to-expire in2007.

v s ET AT L, L T T T T D
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Leading Brands, inc.
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16. Changes in Nen-Cash Operating Werking Capital items

2004 2003 2002
Non cash working capital related to
operations:
Accounts receivable - - $ (1,083,891 $ 999,079 $ 547,811
Inventcry 203,777 (1,729,470) 1,184,391
Prepaid expenses and deposits 547,134 (601,178) {96,165)
Accounts payable and accrued liabilities 81,457 1,731,765 {2,984,995)
$ 141,326) $§ 400,196 $ 1,348,958
17. Related Party Transactions
Related party transactions not disclosed elsewhere are as follows:
_ 2004 2003 2002
i)  Incurred consulting fees with a
company related by a director in
common (the President) $ 61,507 $ 53901 $ 52,434
ii) Incurred professional service fees’
with a company related by a director
in common for the services of the
President $ 351,488 3 287564 $ 180,300
iii)  Incurred services from a company
related by a director in common $ 11,237 $ 10,674 $ 11,800
iv)  Sold water to a company with a .
_director in common ' $ 9,841 $ 8,085 $ -
v)  Purchased product from a company - - S
with a director in common L $ -$ 171,584 § 46,715

184,743

The above-noted transactions were in the normal course of operations and were measured at
the exchange amount, which is the amount of consideration established and agreed to by the

related parties.
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18.

Fair Value of Financial Instruments, Credit Risk:and interest Rate Risk

a)

b)

Fair Value of Financial Instriments

The carrying values of accounts receivable, bank indebté‘;ahé'ss" and accounts payable and
accrued liabilities approximates their respective fair values due to the short-term or
demand nature of the instruments. The fair value of long-term debt has been estlmated at

$4,305,000 (2003 - $2, 949 000)

Ta e g DT e g

Credit Risk

The Company's customers consist mainly of wholesale and retail grocery suppliers and
food distributors principally located in North America. During the fiscal year ended
February 29, 2004, the Company’s ten largest customers comprised approximately 65%
(2003 - 75%; 2002 — 65%) of sales and no one customer comprised more than 17% (2003 -
27%; 2002 - 29%) of sales. In addition, to cover credit risk, the Company performs
ongoing credit evaluations of its customers’ financial condition.

Accounts receivable are presented net of an allowance for doubtful accounts in the amount
of $426,139 at February 29, 2004 and $137,755 at February 28, 2003.

Interest Rate Risk

The Company has bank indebtedness that is subject to floating.rates of interest. Changes
in the interest rate may cause fluctuations in the results of operations of the Company.

18.

Segmented Information

The Company operates in one industry segment being the productnon and distribution of
beverages and food products. The Company’s principal operations are comprised of an
integrated bottling and distribution system for beverages, water and snack foods. Substantially,

“all of the Company’s operations, assets and employees are located in Canada and export sales

during all the years reported are less than 15%.
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Leading Brands, Inc.
Notes to the Consolidated Financial Statements
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20.

Differences Between Canadian and U'nited States Generally Accepted Accounting

Principles

These financial statements have been prepared in accordance with Canadian generally
accepted accounting principles (“GAAP™) which, in the case of the Company, differs in certain

respects from US GAAP.

Material differences between Canadian and US GAAP are summarized below:

a) Adjustments to Censolidated Financial Statements - -

Adjustments tc Consolidated Statements of Income (i_oss)

Net income (loss) for the year, Canadian GAAP

Write-off product launch costs and certain deferred
costs based on SOP 98-5(i}

Amortization of deferred costs (i)
Write-down of deferred costs (i)
Interest accretion on redeemzble preferred shares (vi)

Reduction of write down of investment of Quick
Home Delivery Operations (vj

Consulting expense recorded on application of SFAS
No. 123 (i)

Compensation costs recorded on application of
FIN 44 (iii)

Gain on termination of SoBe agreement (vii)
Net income (loss) for the year, US GAAP
Provision for dividends on preferred shares

Net income (loss) available to common shareholders,
US GAAP

Basic and diluted eamings (loss) per share, US GAAP

2004 2003 2002
$ (1,847,490) 5 (6,250,126) 1,338,988
(228,647) (822,757) {100,959)
284,153 257,040 151,336
632,579 . R
- 147,615 112,484
- 1,007,550 -
. (739,696)
920,866 (158,371) (984,812)
. - 3,734,002
{238,539) {5,819,049) 3,511,343
- _(96,253) (4.414)
$ (238,539) ¢ (5.91 5.392.2 3,506,929
0.26

. ‘0.43)

$ ‘0.02! $
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20. Differences Between Canadian and-United:States Generally Accepted Accounting

Principles — Continued

a) Adjustments to Consolidated Financial Statements — Continued

Adjustments to Assets, Liabilities and Shareholders’ Equity '

Total assets, Canadian GAAP
Write-off product launch costs and certain
Deferred costs (i) e o

Total assets, US GAAP

Totalq liabilities, Canad'ian:ahd US GAAP

Total shareholders’ equity, Canadian GAAP
Change in deficit relating to:

Application of SOP 98-5 (i}

Application of EITF 00-2 (iv)

Total shareholders’ equity, US GAAP
Total liabilities and shareholders’equity, US GAAP

L2

2004 2003
722,320,335 $ 20,048,792
7 (150,681) (815,655)
$ 22169654 $ 20,133,137
'$ 13,009,986 $ 11,309,100
9,310,349 9,639,692
89,297 (575,677)
(239,978) (239,978)
8,159,668 8,824,037

$ 22,169,654

$

. 20,133,137
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20.

Differences Between Canarlian and United States Generally Accepted Accounting
Principles — Continued

a) Adjustments to Consciidated Financial Statements — Continued

‘ 2004 2003 2002

Cash flows from operating activities under

Canadian GAAP $ .. {853,640) 3 596,970 $ 1,169,878
Appiication of SOP 98-5 and EITF 00-2 (i), (iv) {208,870) (792,189) (100,959)
Cash flows from (used in ) operating activities ‘

under US GAAP $ s1.063,51' 02 $ (195,219) § 1,068,919
Cash flows from investing activities under ' T

Canadian GAAP $ 687,916) § (2,394,301) § 4,160,337
Application of SOP 98-5 and EfTF 00-2 {), (iv) 209,870 792,188 100,959
Cash flows from investing activities under ) :

US GAAP . $ ) 473,048) § 1,602,112 $ 4,261,296

Product Launch and Defeirad Costs

Under US GAAP, according to Statement of Position (“SOP") 98-5, Reporting on the
Costs of Start-Up Activities, costs incuired prior o commercial production of a product,
costs incurred to estabiish business in a new territory and costs incurred to initiate a
new process in an existing faciiity are to be expensed as incurred. Under Canadian
GAAP, these costs rnay be capitaiized to the extent that they meet specified criteria for
recoverability.

During the year ended February 28, 2004, costs incurred in the development of a
product and distribution network totaied $228,647 which were capitalized under
Canadian GAAP. Stock option compensation costs of $18,187 were included in the
capitalized product developmernit costs. The difference in cash flows was due to
foreign currency translation.

Stock based compensation

Statement of Financial Accounting Standard (“SFAS”) No. 123, “Accounting for Stock-
Based Compensation”, requires tie Company to record compensation to “non-
employees” using the fair vaiue based method prescribed therein similar to accounting
principles now in effect in Canadian GAAP. Compensation expense under US GAAP
to non-empioyees is determined using the Black-Scholes option pricing model. For the
year ended February 29, 2004, compensation expense incurred under SFAS No. 123
and not recognized in Canadier GAAP was $Nil (2603 - $Nii; 2002 - $739,696).
Weighted average assumptions used in calculating cornpensatnon expense in respect

- of cptxon., gr*ar*tﬂd to coi: auﬁtarts i 2002 are-as .otlows

e L ,, : .._.,.. 2002

 Risk-freerate o o  460%
Dividend yieid . S Nil%

Volatility factor of the expected market price

of the Company's common shares 100%
Weighted average expected life of the options (months) 60
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20. Differences Between Canadian.and United States .Generally. Accepted Accountmg
Principles —~ Continued . y

a) Adjustments to Consolidateéd Financial Statements —.Continued

Under Canadian GAAP, the Company has elected to follow the intrinsic method to
account for compensation costs for stock options granted to employees, but the
income statement effect would be required to:bedisclosed in the notes relating
thereto. Compensatron expenses are calculated using the fair value method for stock-

" based compensafion awards”granted to non- -employees after March 1, 2002. The

compensatlon costs are recognrzed prospectively in the financial statements.

Under US GAAP, the Company applies Accounting Principles Board Opinion (“APB")
No. 25, “Accounting for, Stock Issued to Employees”, -and related Interpretation No. 44
in accounting for all stock options granted to employees and directors. Under APB 25,
compensation expense: is generally recognized for stock options granted with exercise
prices below the market price of the underlying common shares on the date of grant.
Stock options that have been modified to reduce.the exercise price are accounted for

~as variable.

a) During the year ended . February 28 2002 the Company granted 400,000
warrants to acquire. common shares to an oﬁ‘ icer. of a.wholly-owned subsidiary in
exchange for consultmg services rendered The fair value of the warrants which
have an exercise price between $1.00. and $1.25 and expire on August 21, 2006
has been determined to be $283,073 based on the Black-Scholes option pricing
model.

b) During the year ended February 28 2002 the Company repnced stock options
previously -granted to. the President of the Company: for consulting services.
Under SFAS No. 123, the fair value of the repriced options has been determined
to be $456,623 based on the Black-Scholes. option pricing model. This amount
would be recorded as a consulting expense under US GAAP,

Stock based compensatron - Continued

. Until. March 1, 2002 the Company was not requrred under Canadlan GAAP to record

- . the value of stock-based compensation. Commencing March 1, 2002, the Company

has adopted. prospectrvely the accountlng polrcres for stock-based compensat!on that

- are basically consistent with US GAAP.

i

Compensatron expen§e recqrded on applr catron of Fl: e

Dunng the year ended ebruary 28,.:2, _2, ,the Company reprlced stock options
previously granted to various employees and directors. Under FASB Interpretation
No. 44 (“FIN 447), the resulting intrinsic value of the stock options in the amount of

o ~$920,866 (a recovery) (2003 - $158,371; 2002 - $984,812 expenses) are recorded as

compensation. As the options are subject to variable accounting (marked to market
until exercised, expired, or forfeited), compensation expense (recovery) is recorded in
subsequent periods based on the ﬂuctuatron in the share pnce ,
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20.

Differences Between Canadian and United States Generally Accepted Accounting
Principles — Continued

a)

Adjustments to Consolidated Financial Statements — Continued

iv)

vi)

vii)

viii)

Under Emerging Issues Task Force Issue No. 00-2 (“EITF 00-2°), Accounting for
Website Development Cost in the U.S., certain general design and indirect costs
related to website development are required to be expensed rather than capitalized.
In Canada there is no simiiar restriction and certain of these costs were capitalized.

Under US GAAP, applicabie to non-monetary related party transactions, the
censideration received in connection with the sale of the Quick.com assets and
business (Note 7) would be recorded at the amount of the book value of the assets
disposed. As a result of applying EITF 00-2 and SCP £88-5 to the operations of the
Quick business, the beck value of the Quick business on disposition for US GAAP
purposes differs from the Canadian GAAP book value and, thus, the value attributed
to the NT! preferred shares had been adjusted accordingly.

Per SEC Regulation S-X, Rule 5-02.28 (“Rule 5-02.28"), preferred shares which are
redeemable at the option of the holder for cash are classified as mezzanine equity.

As there is no equity portion of the preferred shares under US GAAP, in 2003 the
$147,615 interest accretion (Note 10) is eliminated and $96,253 of dividends on
preferred shares have been refiected.

Recognition of Gain on Termination of SoBe Agreement

According to Staff Accounting Bulletin (“SAB”) No. 101, Revenue Recognition in
Financial Statements, the gain on termination of the SoBe license agreement is
recognized when there is persuasive evidence of an arrangement which, under US
GAAP, requires the possession of a final agreement properly executed by both
parties. The executed termination agreement was received by the Company on
March 2, 2001. Under Canadian GAAP, the gain is recognized when the parties to
the license agreement agree on the final terms, which in this case occurred on
February 28, 2001.

In accordance with EITF 01-9 under US GAAP, consideration given by the Company

to a customer is generally presumed to be a reduction of the selling prices and

should be recorded as a reduction of revenue. The Company provided sales

incentives for distributors selling to retailers in specific areas. Consequently, the
revenue of the Company under US GAAP would be reduced by $310,489 (2003 -

$138,955, 2002 - $Nil) with a corresponding increase of the same amount to selling,

general and administrative expenses.
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20.

Differences Between Canadian and United States Generally: Accepted Accountmg
Principles — Continued

b) Comprehensive Income (Loss)

SFAS No. 130, Repomng Comprehens:ve Income esfabhshes standards for the reporting
and display of comprehensive income and its components (revenue expenses, gains and
losses) in a full set of general purpose fi nancnal statements Detalls would be disclosed as
follows:

- _ 2004 . . 2003 2002
Net income (loss) avallabletooommon .. .$... . (238539) .§ - (5915302) $ 3,506,929
shareholders, US GAAP ~ ° L R
Other comprehensive income’ (loss)
Foreign currencytranslaﬂon B
adjustments . e .- 1,083495 - .- 863,588 (547,876)
Comprehensive income (Ioss) USGAAP ooi§ Lt 844,956 § _ {(5,051,714) § 2,959,053




Supplemental Mailing List Return Card

In accordance with National Instruments 54-102 Interim Financial Statement and Report
Exemption and/or 51-102 Continuous Disclosure Obligations (the “Instruments™) and pursuant to
the British Columbia Securities Act and Rules:

Any shareholder may elect annually to have his or her name added to an issuer’s
supplemental mailing list in order to receive quarterly reports and related Management
Discussion & Analysis’ (“MD &A”) for the issuer’s first, second, and third fiscal
quarters. All Registered shareholders will automatically receive a quarterly report for an
issuer’s fourth fiscal quarter; while beneficial shareholders entitled to receive an issuer’s
audited financial statements, pursuant to the Instrument, will receive a quarterly report
for an issuer’s fourth fiscal quarter.

To use electronic methods for communication between issuers and their shareholders, we are
requesting that you provide us with your email address and consent to electronic delivery.
You may complete electronic versions of these forms at
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Holders that mail this card in and have requested delivery of statements via email must at some
time prior to the mailing, complete the Consent Form at the above noted URL, or the statements
will be sent via mail.

I, the undersigned, certify that I am the owner of the securities (other than debt instruments) of
the Company shown below, and request that my name be placed on the Company’s

_Supplemental Mailing List in respect of its quarterly financial statementsand MD & A.

o LEADING BRANDS, INC.
Name: Address:
City/Prov/State/ Postal Code:
Preferred Method of Communication: Email: Mail:
Email Address:
Signature: Date:
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At Pacific Corporate Trust Company, we respect your privacy and we are committed to protecting your information. The
personal information you are providing on this form will only be used for its intended purpose described above, and will be
handled in accordance with our Privacy Code, available on our website at www.pctc.com, or by writing to us at 625 Howe St.,
10th Floor, Vancouver, BC, V6C 3B8. PCTC will use the information that you are providing on this form in order to process
your request and will treat your signature(s) on this form as your consent to the above.
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